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CHAPTER I
A PERSONAL INTRODUCTION

Apologia
As an Italian, with less th an a year in the \!estern Hemisphere, I
now find myself with a amixed" personality .

As someone else expressed

it, " I nm physically Italian, Latin !\me r ican by adoption, and gail y

Ameri c an. : t

This may Hell be a good combination for writing a thesis on

Latin America.

:·ly "Latin blood " may help me in understanding the ment a lity

of the people of Latin America ,

l~hile

rr.y studies in Italy--a c ountry with

a long experience as an underdeveloped coun try - -may contribute toward a

personal understanding of the problems of poverty, social injustice, and
political instability.

Th ree months of experience in Mexico, at the Utah

State University "branch;' in Hexico City, permitted first-hand observation
of the problems, and direct contact with some of t he people who are trying to resolve them.

Fina lly, having been a student at Utah S tate Univer-

sity has improved my understanding of the great tradition of freedom in
the United States .

It also stimulated personal reflections on democracy

that add much to my philosophy of life.

This opportunity, added to a

very pleasant and serene life in a delightful region in the \Jest, make me
sincerely and profoundly grateful to the peop le of Utah.
In writing what follows, I have sought to be honest and straightforward.

This has meant serio us criticisms of United States poli cy in

Latin America.

These commen ts, I hope, \.Jill prove my love and concern

for the United States and its people.

Indeed, I feel sufficiently American

to rebel when I realize th at th e face of th e United States that is of ten
seen abroad is not the real one, or at least on ly part of it.
Being an " outsider" I think th at it has been e asi er fo r me than for
many native Americans t o a pproach cer tain problems wi t hout emotion ,

Ob-

viously, on cer tain points the Italian experience i s simi lar t o the
Latin American one and it has been difficult for me to avoid some emotional
a pproaches that ar e, perhaps, part of my environmen t.

In the course of

t he thesis I have of ten f e lt the nece ssity of keeping a "corner" for myself in which t o express my personal feelings.
In any case, th e reader should be encouraged to balance my analysis
with his own experienc es .

In this reciprocal ob jectiveness, ! think,

is the main significance of a program of cultural exchange ,

Only in

sharing the so lution s found in different experiences is it possibl e t o
cre ate a real international

cooper ati on ~

"good 11 and the "bad 11 does no t he lp.

Drawing a line between the

Only wh en we ar e ready t o share

opini ons and accept different exper iences have we built the firs t s t ep
t o peac e called "unders tanding. "

To build that step is the great responsi-

bility of eve r y one of us, bo th a s individuals and a s representatives of
our respective countries .

A thesis on Latin America presents many problems.
subject i s very broad .

First of all, the

Internationa l ly and dome stically, Latin American

countri es reflect th e play of many di ffere nt soci al and economic forces ,
It is difficult to is olate thes e forces and propose a general solution
to the problems they are related with ,
Latin America at the moment offers a ch allenge , as do und erdeve l oped
countries else,...-here in the world, t o the economic sys t em of the Western

wor ld .

The Co ld War is no t, in f a c t, a po l i t ic al struggle alone, but
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als o a con t est between two wide l y di fferent types of economic organizati on.
For t his r eason, it is important to analyze what t he in t ernational cooperat ion of the Wes t e rn count ries can contribute toward Latin Amer ican econ-

omic development.

Obviously, this thesis cannot hope to give a definite

solution , but only t o analy ze cert a in aspec t s ,

For one thing, there i s

the unknown quan tity of the impatience of the Latin American peoples,
They want to see economic and soci al probl ems, wh i ch are r ooted in history, t o be r esolved in the shortest time possible .

Economi cs can not

alway s resolve problems whose so l ution r e quir es more time than money .

Some reforms are needed in the structure o f the Latin republics that
condition any

prog~am

of deve l opment.

Wi thout these reforms, th e expend-

iture of bil l ions of d o llar s will have littl e effe ct, and may even be
dangerous.

Nevertheless, it is the cont en ti on o f this thesis th at inter-

national cooperation for the development of Latin America is indispensable
and desirable.

The thesis discusses the positive accomplishmen ts of int e r -

national cooperation, and als o the problems that the present system of
c ooper ation is f acing, whether they are economi c or political.
The principal goal of international assistance is to bring the under-

deve l oped countries to a stage where t hey c an s tand on their own and
guarantee th eir peoples a de cent standard of liv ing.

The successful

accomplishment of this goal is a preconditi on for the victor y of the West
in the present sp lit with the East.

While this political result of inter-

nat iona l cooperation is desirable, i t should not be t he tacti cal objec tive ,
else the program would be ba sed on poli ti cal expe diency rather tha n econ omic principle,

The overriding objective must always be the improvement

of the levels of living of peop l e who ar e now liter ally starving.
~ifficult

I t is

to understand starvati on when we face a cho i ce between str aw-
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berries and apple pie, but the masses of Latin America know famine personally , through a daily acquaintance.

To give them enough to eat and

sufficient education must be the main goal of the international cooperation.
The defense of democracy and defeat of Communism is also a worthy go al , but
a progr am of structur al reforms cannot be based on political matters alone.
The situation is analogous to Italy, where there is a real difference to
s ocial reforms undertaken on l y becau se of the fear of the Communist Party
a s against reforms to meet the real needs of the people.
Western countries should cooperate in the economic development of
Latin America on an economic basis, trying to leave out as much as possible

political objectives.

That it is very difficult to do this, because the

fine line between economics and politics, is acknowledged.

But it is

cl ear that economists are more helpful in these difficult matt ers than
the politicians in the Department of State.
Another keystone in devel opment economics is that the Latin American

countries must be the ones that put the biggest effor t int o deve l opment .
Each coun try has the responsibility of ge tting out of the international
effor t as much a s possible, but the rece i ving countries alone c an make

international cooperation effec tive.

It is common for the Latin republics

t o negatively attribute their problems to the evi ls of United States "impe riali sm."

The United States does have enormous responsibilities, and in

general accepts them and in good f aith tries t o resolve them ,

This is not

e a sy to do, but without the cooperation of the Latin American countries, it

is impossible .

It seems that in international r el ations , one bad thing

destroys ten go od ones .
Latin Ame rican countries recently seem to have been learning thes e

l essons.

Thus, the Latin American Free Trade Associati on (LAFTA) seems
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to hold the greatest hopes for the development of Latin America.

Latin

Americans, after historical indifference toward each other, seem to have

finally decided to share the effort to improve the levels of living of
th eir peoples.

This is the basic change that c ame into the Latin American

picture in the 1960's.

The new program, at the moment, is too young to

de termine whe t her it wil l succeed in winning the battle of economic development.

This movement toward regional cooperation in resolving common problems

of development is part of a broader trend in the relations among underdeveloped countries.

Among underdeveloped countries there is a tendency

to unite into what might be called a third "bloc ."
There is a strong need for all the international mechanisms, both bilat eral and
gration.

mult ila t e ra~

to work together t oward t he goal of regional inte-

Political consider at ions should not be allowed to induce a mis-

all oca t ion of economic resources; these must be utilized in the fullest and
most effic ient manner possible if "economic freedom ," which is basic to

political freedom , is t o prevail ,

If the billions of dollars spent in Latin

America are not effective in improving their leve ls of living, the masses

may choose the way of Communism.

If so, Communists would win the battle on l y

be caus e of the faults and blindness of the West .

6

The Thesis
It would seem desirable to explain the logic invo l ved in the organization of the thesis.

Three forms of international cooperation for the

economic development of Latin America are examined:

lateral, and regional.

bilateral, multi-

First are presented the characteristics of the

economies of Latin America, with stress on the common characteristics.

This prepares for the treatment of Latin America as a single bloc.
Second, I have discussed the role of private and public foreign investment in the development of the region.

This bilatera l cooperation is the

classical form of economic relations among the countries .

Particularly

important is United States investment in Latin America.

Next is a chapter on the Alliance for Progress, a progressive program
undertaken by an advanced country to help economic growth of an underdeveloped region.

It is the contention of the writer that the Alliance for

Progress is more a political than an economic program .

rhis fact is respon-

sible for some of the problems that the Alliance is facing at the moment .
The way to avoid the involvement of too much politics in economic co oper ation programs is to "internationalize" the effort .

This can be done

by channeling assistance through international organizations, on a multilateral basis.

The activiti es of these organizations in connection with

the development of Latin America are described in Chapter V.
A final chapter deals with the possibilities of cooperation among the
Latin American countries through the Latin American Fre e Trad e Association.

In the development of the approach which is used in the thesis which
follows, of outstanding importance were the writings of the Swedish economist , Gunnar Myrdal.

His ,;vritings on the international economic situation

(Economic Theory and Underdeveloped Regions and An International Economy)

have opened to young Eur ope an s such as myse l f , a new world of cooperation
for the e quality of nations.

The diffe r ences among nations ar e broad and

pr ofound, and it is impossible t o c l ose the gap without understanding th e
reas ons for the existence of such a gap ,

This is no t only necessary for

humani tari an reas ons but als o to keep the peace.

Myrdal has contributed

a r ealistic and objec tive par ti san picture of the s tructure of the inter national economy .

So far as Latin America is concerned, t he poin t of view of the t hes is
ha s been influenced in a special manner by the wri ting of the Argentinian
economis t, Raul Prebisch .

Indeed , the reading fi rst interested me in

writing on the role of international cooperation i n the development of
Latin America.

Prebisch 1 s writings, such a s Neuva Politica Come rcial Para

el de Sarollo and Latin America and Int ernational Cooperation, provide an
unders tanding of what "Latins " think about their problems and what they
expec t from the cooperation of other countries.

It would be impo ssib l e

t o resolve the pr ob l ems of the region u sing economic policies imported
from differe nt experiences.

These pol icies , even if

ba~icall y

sound, mu s t

be adapted to the di ff erent economic and soc ial patterns of Latin Amer i ca .
Raul Prebisch has done part of this important wor k of adaptati on.

Unfor-

tunately, the contributions of Latin American economists ar e not always
rec ognized.
The r ece nt book, Latin America; Today•s Economic and Social Revolution,

by the American economist, John P , Powe ls on, provides insight into t he
different sets of values on the two sides of the border .

Powel son has had

a we alth of expe r ience with the peop l e of La tin America, especiall y with
students, since he taught for many ye ars in v ari ous

r egion .

u~iversiti es

in th e

It is obvious that he has list ened wi th consideration t o the voices
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of younger Latin Americans on various controversial issues, even when he

did not share the same opinions.

The result of his "hypothetical sympathy"

and the love that the Latin American students have for the "gringo" profess or, is an exce llent book.

I am particularly grateful to Dr. Powels on

bec au se, in a long conversation, he helped me to understand and love both
Latin America and the United States .
My thought has als o been influenced by Senator Wayne Morse, Chairman
of the Senate Subcommittee on Latin America.

His intelligent and humorous

l ec tures at Utah State University s howed me United States foreign policy
from the "inside . "

His objective presentation of the problems of Latin

America encour aged me.

With such men as Senator Morse directing United

States' foreign policy, the Western world is assured that the Unit ed States
wil l handle with honor the impressive r e sponsibilities of international
relations .
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CHAPTER II
CHARACTERISTICS OF THE LATIN AMERICAN ECONOMY
Historical Background
The present international situation is a clear indication that many
important problems are invo l ved with the economic development of Latin
Americ a . 1

It is such an enormous and heterogeneous region that it is dif-

ficul t to work out a coherent and logical approach to policy,

Many different

kinds of forces have int erplayed in the historical development of this region :
geographical position, topography, climate, natural resources, t ype s of
people, and economic characteristics.

Every gener alization about Latin

America is destined to fail because of the widely-varying cultural and
economic patterns.

Nevertheless, despite their diversity, the Latin American

coun tries do have some common char acteristics.

Europeans migrated to Latin America at the beginning of the 16th century,
tending to choose places where favorable conditions prevailed, such as al ong
the seashore and on the sides of the navigable rivers.

Because of the dif-

ficulty in communication between the various settlements, differences among

social groups tended to heighten.

Indeed, trade developed with North America

and Europe, rather than among the Latin American countries.

Moreover, the

natural resources made it possible to easily produce the goods needed by the

1

By Latin America is meant the region comprised of the following nine-

teen nations : Mexico, Guatemala, El Salvador, Honduras, Nicaragua, Costa
Rica, Panama, Haiti, Dominican Republic, Venezuela, Columbia, Equador, Peru,

Bolivia, Brazil, Paraguay, Uruguay, Argentina, and Chile .

Cuba is excluded

not because it is not part of Latin America, but because it is not a party
to the international system of cooperation examined in the thesis.
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mother land s.

This kep t manu fact uring for a long, long time in a s tage

of underdeve lopmen t, th e on l y excep tion consisting in the manufacturing of
some l oc al consumption goods.
Mediterranean people s t ended to dominate th e trade with Latin America.
After the Turks conquered Constantinople, Western peoples located on the
coasts of t he Medi terrane an Se a--i. e . , mer chants and seamen, suffer ing

from the in t errupt ion of their trade in precious goods with t he Far East-sought to find ano t he r way to reach t he Orient.

"The trade winds, in a

measure, determined t hat t he Spanish co l oni al empire in the New World
should begin in Midd l e America," 1 and that is also how the lbrtuguese landed
independently in Brazi l .

The f act t hat Latin America was occupied by the

Spanish and Portuguese, and that the northern part of the Western Hemi spher e
wa s influenced by Anglo Saxon civi lizati on , was one reason for the dif fe rences

be t wee n Nor th and South America .
Th e out - of -the - way location of Latin America also tended to re tard the
development of the continent, especial l y after the ties with European
co l onial empir es had been cut.

The continental isol ation was increased by

the di ffic ult internal communications between the East Coast and the West
Coast due t o th e distribution of the mountains, and to the I sthmus of
Panama which wa s no t cut until 1914.
These factors, and the effec t s of the climat e upon t heir institutions
and economic patterns, are important in understanding the differe nces

between Latin America and the northern part of the hemisphe re.
American of th e United States

11

Whi l e the

loves activit y ; he must be doing; he mu s t

be accumu l ating ; he must be winning at the great game of bu siness;" the

1R. H. Whitbeck, e t a l. , Economic Geography of South America (New
York and London, 1940):-p:-7 .
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educated Latin American "prefers leisure, enjoys spending money more than
making it . . • ; the kind of life from which he gets more satisfaction is
not the business life."

1

These differences, of course, are partly inherited from the different
social groups of pioneers that reached both regions during and after the
16th century .

Few of those who went to Latin America were agriculturists;

most of them were soldiers and for tune-se eking adventurers .

Neither Spain

nor Portugal had a very advanced agricultural system at the time.

On

the

o t her hand, in Engl and and in the other Eur opean countries from which the
northern pioneers came, the most respected and richest people were the
landowners ,

11

Farming was a gent ee l occupat ion and carried with it an air

of respectability."

2

Differences in climate contributed to diversities in the products and
the social institutions, even among the Anglo Saxon people who created a
social system based on slavery in the southern United States.

In the same

way, bu t with more extr eme consequences, white colonialists of Latin America,

finding the strenuous outdoor lab or disagreeable for climatic reasons,
occupied the chief offices and let the people of "an inferior race" do the
work , 3
Latin America is based on three different racesz

Native Indians, now

relegated mainly to the Andean countries; Negroes, descendants of slaves
brought from Africa; and white Europeans, who for a long time kep t all the
top positions in the countr y and who represent about 35 percent of the

1

rbid.

2_Ihid _,
p. 408.
3 Ibid, , p. 415,
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population.

Almost half of the people are the result of the mixture of

t hese three races together.

This racial f a ctor has played a major role

in the economic status of the Latin American countries,
mixed races remained at a low stage of education .

The colored and

They have had little

property, low purchasing power, and have lived at a "subsistence level."
Nevertheless, the distinction between Indians and Eur ope an descendants
is not racial, but economic and social.

Natural Products

Most of the Latin American people are occupied in agricultur e, even
if the cultivated land is not more than 5 percent of the whole continent. 1
Half of the cultivated land is devoted to the growth of such basic c:cops
as corn, coffee, alfalfa, cotton, and sugar.

Argentina and Brazil share

the top position a s agricultural count r ies, with Br azil dominat ing the

coffee market and Argentina supplying Eur opean countr ies with foodstuffs.
The tropical c limat e i s not suit ed to the raising of animals, but the
land of the River Pla ta and the Pl ateau of Br az i l are used with great
success for this

a c tivity~

Argentina, for instance, is a large exporter

of beef, especiall y to Europe .
During co l onial t imes Latin America suppor t ed the mother land wi t h
precious metals, such a s go ld and silver.

The co st of Indian lab or being

ver y low, these were ex tracted quite cheaply .

At the present time, "black

go ld , " as petroleum is called , is the most important mineral pr oduct.
Latin America is blessed wi t h gr e at quantities of iron or e , but it is no t

mined in large quantities bec au se of the lack of coal to smelt it.

1Ibid., p. 415.

Tech-
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nological progress will soon make it possible to use this resource .

The

contine nt is also rich in nitrate deposits .

The mining of these r e sources is mainly left to foreign enterprises,
but recently there has been strong opposition to the use of Latin American
mineral property by and for foreign capital.

"The shortage of capital, of

skilled labor, and of transportation, and, to a certain extent, the character of some South American governments, ar e reasons for slow developmen t

in this fiel d , " 1
Latin America also possesses a large quantity of such valuable woods
as mahogany, ebony, rosewood, and Spanish cedar in the tr opical forests.
Unfortunately, fo r the moment, it is too expensive to transport them where
they can be manufa ctured,

Transportation is, in fact, one of the big

problems of this enormous region.

Most areas are not well equipped with

railways and the roads are not sufficient or adequa te .

I t is interesting

to note that many of the roads have been built and oper a ted by foreign
companies .

Internati onal Division of Labor
Latin Americ a • . . is undermining the out - da ted t heme of
interna tional div i sion of labor , . . . To this reg i on--a

perifera l part of the world economic system--wa s l ef t the
production of foo d and raw materi al for the indu s t r ia l iz ed
countries.

Interna tional division of labor wa s ba sed on

an assump t ion t ha t "the benefits of technica l progr ess t end
to be dis t r i bu ted alike over the whole community .
· "2
But in modern times it is clear that industrializ a tion ha s proceeded with -

1

Ibid., p. 410 .

2
Economic Commission for Latin America, The Economic Development of
Latin America and its Principal Problems (Lake Success, New York: United
Nations Department of Economic Affairs, 1950), p. 1.
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out the benefits of technical progress reaching peripheral countries.
They have stopped at the center of the world economic system ,

For instance,

Latin American copper, nitrate, wool, and beef helped very much to support
t he enormous effort of the United States and Great Britain in the Second
World War, but Latin American economic conditions were improved only
enough to win the war , 1
It must be emphasized that foreign trade, for Latin America, is the
main source of capital formation .

And the strong need for capital is

of ten submerged by the Latin American tendency to assimilate too quickly
"ways of life which the technically more advanced countries adopted step
by step as their productivity increased ,

.,2

Products and services

appropriate for a high mass consumption economy have often been adopted in
these poor industrializing nations.

On the other hand, to anticipate a later conclusion, Latin American
countries must be careful not to los e the advantages that come from international specialization in seeking to avo id the disadvantages.

Industriali-

zation must not be done at the expense of the expor ts that are still the
main nource of capital

formation ~

One reason for the loss of some of the

benefits of technical progress and some of the limitations on industrial
expansion could be an excessive division of market .

This might be avoided

with a system of interindependent markets that could eventually develop
into a common

market ~

Soci al Situation
For a long time the resolution of Latin American economic and political

1

Ibid., p. 6.

2 Ibid.
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problems wa s l eft ent i r e l y to the large landowners and to the military
class; but now a new gene ration of young capable Latin Americans is emerging.

Opposed to th e bankers and "stupid governments, " blaming them for the lack
of wat er , schools, and trans portation, the younger group seeks to estab lish
a social and economic order suited to the needs of the mode rn wor ld .

A

spirit of "social mobility is invading the most exclusive sanctuari es of

the old order ." 1

The new class is try ing to change the semi-feudal land-

ho ld ing system, which exis t ed in Latin Ameri c a from the time of the first
set t lements , and which t hey believe must be br oken if ther e is to be an
incre a se in agr icu ltural production .

Until the soci al structur e of the con-

tinent is ba sic ally changed , in the v iew of the new class, it is hqpe less
to try t o reach a stable sys tem a t a higher leve l of life.
is not a matter of money but of will, .
munity action rather than investment."

"Social justice

requiring leadership and com-

2

The possession of large landed estates made a precise distinction
among classes, not simply f or reasons of wealth but also because the top
civi lian o ff icials, army o f ficers, and prominent church authorities came

traditionally from the very s ame upperclass.

In this structure one cou ld

hard l y reach a position in the middle, between the landed classes which
held on t o t he ir power , and the large lower class wh ich was rigidly bounded
by soci al barri ers without any hope of moving upward on the scale.
The domination by the landowners in political, religious, and military
affairs had been carr ied on f rom the colonial per iod to r ecen t times without

l

Peter F. Drucker , "A Plan for Revolution in Latin America ,'' Harper's

~~~z ine ,

2

CCXXIII (July, 1961), p. 31.

I bi d., p. 32 .
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being disturbed.

Speculation and corruption were normal, and few of the

rich paid a substantial amount of taxes.

The years of economic "boom"

since Wor ld War II, however, have created a new middle class which is no
longer "philosophically resigned " to the

i t.

11

old" soc iety or their place in

They ful l y realize their needs and rights and do not accept any delay

in getting them satisfied .

Moreover , the ''growing imbalance between

advanced industry and stagnant agriculture" has served to lure into the
cities "masses of the poorest and less skilled peasants." 1

This new

proletariat and the mass es of Indians who have been for a long time forced
to wo rk and r educed into a st atus of lower level by the European population
now present a new social prob l em.

This unsatisfied and angry group o f

people is, in fact , "recep tive to the serene song of th e demagogue
that relies also on the secret police, guns, and support from
Moscmv.

I

"

'big brother

2

As Peter Drucker points out, almost nothing can be successfully done
to help this dangerous situation until "Latin Americans face up to the

things that they alone can do :
create a new political c lass . .

collect taxes, push through land reforms,
,3

In f act , even if some foreign country

could succeed in building in Latin America a democratic society, based on

outside physical support, it is doubtful that such an experiment would have
a bright future.

For examp l e , until the quantitative and qualitative

deficiencies of the educ ational system are eliminated, there is little

hope of bettering the socia l si tuation.

1
2

Ibid.' p. 33.

~·
3 .
lb1d.

Table I illustrates these educa-
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tional deficiencies.
If there is anything in Latin America which is scarcer than money,
it is e ducated and trained people .

"Illiteracy in Latin America is not

due so much to lack of school houses as to the lack of teachers .

..

'

,1

Es pecially significant is the lack of native economists.
it could hardly be expected that economists of the
great countries, absorbed by serious problems of their own,
should devote preferential attention to the study of those
o f Latin America . . . the study of Latin American economic
life is primarily the concern of its own economists . On l y
if this regional economy can be explained rationally and
with objectivity, can effective proposals for pr a c tical
action be achieved.2
The "modern 1: generation believes that it is essential that Latin
Ame rica become

capa~le

of

ma~aging

its

ow~ destiny ~

In their view, self-

contained and independent Latin America has progressed too far to be kept
11

subservient 11 --p olitically, economically, culturally--to any foreign coun-

try or countries.

Income Distribution, Employment, and Unionism

One of the main problems that must be resolved in Latin America is
the distribution of income.

The secu lar rise in prices due to the general

inf lati onary process has placed high profits in the hands of small groups ,
and these h ave been inves ted in non-essential articles of the kind usua lly
related to high incomes ,

Although it is true that in some economies great

dispar ities in the distribution of income have contribu ted toward the

accumulation of capital and technical progres s, in Latin America these
opportunities have been too frequently lost ,

1

Ibid.

2Eco nomic Corrnnission for Latin America, .£E, r cit., p. 7.

18

TABLE 1
EDUCATIONAL ATTAINMENT IN THE LATIN AMERICAN REPUBLICS AND
THE UNITED STATES OF AMERICA >;

Less
than
primary
education

Primary
but not
secondary

Chile
Colombia

1947
1950
1950
1952
1951

37
81
78
21
72

58
15
17
56
23

3.6
3.2
3.2
19.0
4.0

1.4
3.4
1.0

Costa Rica
Cuba
Dominican Republic
Ecuador
El Salvador

1950
1953
1950
1950
1950

62
53
89
69
85

33
43
10
27
10

2.9
3. 0
0,4
3.0
3, 3

2.0
1.2
0.2
1.2
0.8

Guat emala
Haiti

1950
1950
1950
1950
1950

87
92
88
40
84

11

54
14

1, 0
1.8
2.8
4.9
1.4

0.8
0.1
0.3
1.8
0.9

1950
1950
1950

55
75
73

38
23
22

5.9
2.1
2.8

1.4
0. 7
1.7

1950

12

55

25.0

7.3

Country

Census

year

Argentina
Bolivia
Brazil

Honduras

Mexico
Nicaragua
Panama
Paraguay
Venezuela
United States of
America

education

6
11

Secondary
but not
hi gher
education

Higher
education

1.4
1.0

~:
Basic Facts and Figures: Int ernati ona l Statistics Relating to
Educationl Culture, and Mass Communications, 1959, United Nations Educ ational
Scientific and Cultural Organization, Paris, 1960 , Cited in Committee for
Economic Development, Cooperation for Progress in Latin America (New Yo rk,
April 1961), p. 25.

~he percentage report for men 25 years old ,
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Corrupt government, low economic development, explosive growth of

population, and widespread unemployment perpetuate general poverty in the
Latin American countries where the population has long existed at a starvation level.

"Of every one thousand children born in Guatemala, about one

hundred die before they are one year old . . . . There is one physician for
every 10,000 inhabitants."
~iving

1

The enormous differences in the standard of

create a vast social gap between labor and management that will

take a long time to be closed , and in countries that have recently had an
economic boom this gap has been widened.
Raul Prebisch, former Executive Secretary of the United

~ations

Ec onomic

Commission for Latin Amertca, estimated the rate of economic growth jn Latin

America was only 1 percent per year .

He explained the low rate as follows:

One, the rate of saving is low; two, the land tenure system
is a terrible handicap; three, the continent suffers for
lack of trained manpower and insufficient use ~f manpower;
four , everywhere there is a misuse of capital .
The popu l ation of Latin America is unevenly distributed over the continent,
there are some regions with ve ry little population, some regions are still
unexplored, and some overcrowded cities face the same urban problems as
the big cities in the industria l ized countries .

I t is difficult to get statistics on the rate of employment in Latin
American coun trie s, but, in genera l, it can be said that there is a high

percentage of unemployment and underemployment.

One of the reasons is the

production of undiversified goods that causes a l arge seasonal unemployment.

The problem is even more difficult because the population is growing

1
Miles E . Galvin , Unionism in Latin America, Bulletin 45, New York
State School of Industrial and Labor Relations (Ithaca, 1962), p. 8.
2

cited in ibid., p.

s.
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more rapidly than new jobs are being crea ted .

A large number of Latin

Americans fall within the complex category of "disguised unemployment. ,l
These are the masses of people going around the streets sel ling every kind
of cheap merchandise, lottery tickets, pocket combs, and the keepers of
innumerable stores with less than five dollars' worth of business.

More-

over, the long and bitter heritage of forced labor not only wiped out "more
than half of indigenous population during the first century of the Conquest,"
but was accompanied by cruelties which are still remembered.

2

At the end of the 19th century some mutual benefit societies were
created to help workers.
sans.

These societies were composed primarily of arti-

After the starting of industrial development, these societies were

replaced by "protest oriented" associations.

Finally "in the early part of

the 20th century , the combination of European immigration, increasing indus-

trialization, and the passage of protective labor legislation . . . resulted
in the gradual establishment of 'genuine ' labor unions ." 3

But only in the

1940's and '50's could they succeed in openly organizing the labor movement.
Their development has been bloody on a scale that i s difficult to comprehend.
"3,000 Chilean strikers were shot down by machine gun and artillery fire
in a 1925 strike."

4

Other factors which have hindered the development of the
labor movement include: the late appearance and low development of industrialization, the undive rsified economies,

feud al relationships and trad itions, autocratic and paternal -

1
2

3
4

rbid. ' P· 7.
Ibid., p. 13.
rbid., p. 14.
Ibid .
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istic employers, a tendency for unions to attract and
tolerate demagogic leadership, radical and conflicting
ideologies, and the poverty and the ignorance of the
workers.l

Various political ideologies deeply influenced the Latin American
unions from the beginning, such as Anarcho-Syndicalism and Socialism.
Introduc ed in the continent mainly by European immigrant s, these ideologies
were particularly strong, and Socialism is still potent.

When the Latin

American labor organization split after World War I, Communism was intra-

duced.

This new force, different from the first ideologies, influenced

Central America too .

The rapid and extensive spread of the movement is

probably due to the fact that th e propaganda of Marxist ideas was not left
to simple immigrants, but was carried on by professional Russian agitators.

When the American s tock market fell in 19 29 , the economies of the Latin
American countries, being based mainly on international trade, suffered

severely.

The Communists took advantage of this by playing on the people's

anger against the

11

capitalistic northern regions. 11

The peak of thi s influence was reached after World War II when the
Communists got to the top positions in all the labor unions.

Soon after-

ward, however, new forces started opposing this extreme Left tendency.
U. S. started to financial l y support these count ri es .

There were various

splits between the Socialists and the Communists, and the

11

Communist

leaders' adherence to the party line forced them into such contradic tory
stands on local and international issues as to discredit them and their

followers."

l

2

2

These recent f actors helped to decrease the status of the

Ibid. , p . 15.
Ibid., p. 20.

The
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Communists in many aspects of national life.

The position of Marxism is

still helped by the feeling of sympathy of many tow a rd the Cuban Revolution.
The Russians are training some of the young Latin American leaders, wi th
the result that 1'Communism in the Latin American labor unions is indeed
far greater than affilia tions and appearance would indicate."

1

In talking about Communist influences, it is interesting to see what
alternatives a re offered by "Centrist" political groups--those in the
middle between the established oligarchy and Castro-type Marxism.

For

example, the bishop of Rio de Janeiro once declared that "the Church's main
fight in Latin America was not against Conununism, but against the selfishness of the rich. '

12

For the first time, the church, according to the basic

Christian principles of equality and justice, offers to the young and impatient generation a way different from the traditional conservatism and
medieval institutions.
No one with any pretension to a social conscience nowadays
s upports the "status quo" in a continent where five percent
of the population is responsible for one-third of all personal
expenditures, or which supports fetid slums like the 1 'ranchos 11
in Caracas, the ''villa miseria" of Buenos Aires, etc . . . ,
all of which stink and heave within sight of extravagantly
smart garden cities or country clubs.3

Industry
To remove t he old social institutions, it is necessary to create a
middle class that will constitute the base for a trul y democratic country.
In recent years this need has become even more pressing, and is supported

1

Ibid .• p. 21.

2H. 0. Shaughnessy, ;,South American Solutions , " Spectator, CCXI
(July, 1963), 75.
3

Ibid.
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by a general sentiment of "New Nationalism."

This movement started as a

protest against the fact that in Latin America the mines, forests , and
many of the best lands have been exploited for centuries by foreigners,
and nowadays even some of the public utilit y services are in the hands of
foreign enterprises.

Even in the transportation system they had financed

the roads and railroads that were used to transfer the raw material that
they needed to the border.

This makes it even more difficult to resolve

the institutional problems of the Latin Americ an economies.
Recent economic plans of industrial ization have been carried
out in the dif ferent countries in order to resolve problems
inher ited from the colonial times that can be reassumed in
large l anded estates (lati f unc!ia), is o lated and impov-=rishe.d
rural communiti es , and personalistic leadership in politics
by the Men - an-horseback (caudillismo).l

But the second goal of th ese plans is to reduce financial and economic
dependence on the industrialized countries.

That is to diversify, for the

risks of specialized raw-materials economies had been clearly demonstrated.
In f act, "the high degree of economic specialization which ch aracteriz ed

Latin American economies has brought periods of great prosperity . • .
and produced periods of crisis." 2

George Wythe, in his book Industry in Latin America, divides the
industry of the continent into three types : 3
1.

Industries processing local raw materials to be exported as
semi -manufactur es,

2.

Industries t hat provide goods and services for immediate domestic use.

1
George Wythe , Industry in Latin America (New York, 1949), p. 5.
2 Ibid ., p. 7.
3

I bid., p. 11.
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3.

Factories that produce finished manufactures, primarily for
domestic consumption.

The products of the first group are the ones used for export, and
they are definitely the most important ones in the Latin American economi es ,
They are successful in the international market because of the abundant
supply of natural resources, and the low cost of labor, which permits a
low selling price .

Instead of exporting these products in crude forms,

the loc al process of industrialization could be initiated by starting to
manufacture them,
needed ,

But usually heavy investment and mechanized plants are

The second type includes enterprises which produc e the goods and

services used to meet the immedi at e needs of the comn1unity, such as machine

shops for railways.

They have such a dir ect application that they do not

need to be protected by tariffs.

The third group depends mainly on imports,

and is the one that, at the infant industry stage, needs the biggest pro tection against foreign competition,

The tendency to impr ove the manufac -

turing process and extend it to include all th e operations from the raw
material to the completed product must be supported .
Once th e industrialization process is started, after a certain minimum
stage, it will incre as e in an aut omat i cally widening circle, because eve ry
new business will c r eate some external economies, such a s roads, trained

people, and general facilities, that will make it e asi er for other businesses to be developed.

"The extension of Latin American industry is not

usually ac companied by a ny gre a t speciali za tion as yet .
that produce an astonishing variety of articles." 1

One may find plants

Manpower must general ly

be better utilized to improve pr oductivity and income, but this must be done
without sacrificing exports that sti ll remain the main source of capital,

1

rbid . ' p . 16.
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CHAPTER III
UNITED STATES CAPITAL FLOW TO LATIN AMERICA
During the nineteenth century, capital and labor moved to Latin
America mainly from Europe.

European capita l was attracted to the temper-

at e zones of the regi on from whence imports of primary products necessary
for domest ic industrial growth could be obtained .

1

Capital was furnished

usually through the purcha se of bonds and e quities, and was channelled
mainly into agriculture and urban real est a te ,
In the normal case, these inves tments did not contribute much to the
development of the r egion, for they created

11

enclaves 11 that were not inte-

grated into the economy of the host countr y . 2

Consequently , t he l evel of

living of th e local population was not improved by the pr esence of foreign
cap ital.

"The colonial native were extremely poor and were no t employed

very productively; to take them on l ow wages for unskilled work wa s for
the enclave builders simp l y to exploit the natural resources." 3

A large

share of Europe an capi tal wen t into the r egion in t he form of loans to the
colon i al governments for publi c util itie s .
First the World War I, then the Great Depression of the 'thirt ies had
an adverse influence i n the international capital market.

Private i nvest-

ments and loans f rom Europe decreased t o a great ex t ent, and the United

1
Gunnar Myrd a l, An I nternational Economy (New York, 1936), p . 38.

2Benj amin Higgins, Economic Deve l opment Principles , Pr ob lems and
Policies (New York, 1952), Chapter 12.
3

Myrdal,

~·

cit.
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States officially assumed the role that England had previously held as
the world 's supplier of capital.
Capital Targets
In Latin America, as in all underdeveloped countries, capital is
lacking .

This is due to the fact that low per capita income does not per-

mit a high percentage of saving.

The few high income groups in Latin

America prefer to spend money in luxurious livi ng or in investments abroad

rather than in productive activities at home.

Proper tax reform could make

available some of this capital for national economic growth, but could not
resolve compl ete l y the problem of the lack of investmen t funds.

Foreign

capital is consequently very much needed. 1
There ar e two 1;.;rays to estimate the capital requirements of a coun try .

Th e use of both of them presents problems in the case of Latin American
c ountr i es, where economi c information is lacking or imperfect, and where

very often the social and political variables, that ar e not measurable
nume rically, are determinant.

The first technique has been called the "capital-labor" approach .

It

is u sed on the conviction that industrialization is the key to economic development,

It assumes that "for each person added to nonagricultural employ-

ment, a given amount of additional investment will be required."

2

Knowing

the rate of increase of active population that cannot be employed in agriculture, and knowing the additional investment required to employ it in

1
united Nations, International Cooperation in Latin American Development Policy, (New York, 1954), p. 6.
2
United Na t i ons , The Capital Development Needs for the Less Developed
Countr ies , (New York, 1962), p. 3.

27

other fields , we can de termine how much capital is needed in the reg ion al
The second technique cons ists in determi ning t he ratio between net inves tment and the increase in production--a rat io \vhich is usually quite s t ab le .

If

we

know how much the income should increase,

\Ve

can de t ermine the amo unt

of capital needed for t he devel opment of the region. 2

The follow ing table,

based on the first sys t em , gives an approximate solution to the prob lem of
capital requirements for t he development of th e Latin Ameri can countr ies.

TABLE 2
CAPITAL REQUIRED BY THE LATIN A}ffiRICAN AREA IN INDUSTRY
AND AGRI CULTURE TO RAISE ITS NATI ONAL INCOME PER CAPITA
BY 2 PERCENT fu~UALLY

Population mid-1943
(millions)

158 , 000
2 , 250

Exceeded rate of annual population increase

1950-1960

(percent)
24 , 000

*Nation al income

1 ,9 90

Domestic sav ings

Needed fo r:
In dust ri a lization

Agricul ture

1, 580
960 , 000

Total needed
Deficit

*The

2 , 540
550 ,00 0

fig ures for the remaining entries are in

millions of dollars .
Source: United Nations, The Capital Development Needs
Fo r the Less Deve loped Count rie s (New York , 1962), p. 5.
1

Ibid .

2 Ibid.
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There are various pr o blems regarding the possibilit y of putting this
techPique into pra c ti ce.

First of all, it is difficult to determine what

is the net domestic s aving , since info rmation on the economies of the Latin
American c ountries, even if they are improving,

is

not v e ry reliable.

Secondly , it is difficult t o decide how much is nee ded r espec tive l y for
indus t ria l iz ati on and agriculture, especially without national and r egional
planning.

The data of the table are quite ou tdated because they are based

on 1949 expe rie nce .

The fif teen e nsui ng ye ar s have brought into the Latin

Amer ic an si tuation import ant changes, bu t at le a st the table above indic ates
s ome of the techniques that c an be us ed to set the c apit al targe t for Latin
Americ a.

Obviously , it is very important to know how much c apital is

needed t o map out a good investmen t po licy .

The target will also help the

Latin American countr ies c reate a f avorabl e atmosphere in the coordination
of the ir effor ts t oward economic development.

To decide how much

c ap ~ tal

is

neede~

1

it is also impo rtant to determine

the ab sorptive c apacit y of capital i ntr oduced into the r eg i on.

This

capacity depends mainly o n the existence of sufficient in fr a s tructur e, and

the presence of s killed lab or and a mature e ntrepreneurial class.

Bec au se

of the lac k of these basic element s , Latin Ame rica's capacity for ab sorbi ng
capital i s quit e l ow .

2

It is not only a matter of d ec iding how much capital is needed , but
al so who is t o provide it and how.

Capital can be furnished to the under-

deve l oped countries by priv ate investment, public investment, o r by int e r-

nati onal a gencies.

I n this chapter we shal l be particularl y in t erested

1

u. N. , Interna ti onal Coopera tion,££· ci t., p. 19 .

2

u. N., The Capital Deve lopment Needs , ££ · c it., p. 6.
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in the help that the United States can give to Latin America bilaterally,
thr o•tgh private and public investment.
Role of U. S. in Latin America
Private Investment.

The role of private direct investment in the

economies of underdeveloped countries is quite a controversial matter.

This is particularly true in the case of the Latin American countries and
the ir powerful neighbor.

Unfortunately, too often the matter has been

used as the subject of propaganda, with r e sultant lack of objectiv ity on
both sides of the border.

The spectrum of different opinions on the role

of private foreign investment is so broad that it is quite difficult to
pr esent simple facts without getting involved in political philosophies.
It seems, anyway, advisable to develop some kind of criteria to examine

the rol e of United States private investment in Latin America.

The follow-

ing criteria are no t expected to miraculously resolve the controversy, but

they may assist in approaching it less emotionally .
Professor A. Y. C. Koo , in an article in the Review of Economics and
Statistics, outlines four ratios which may be used.

These ratios are:

1.

The percentage of local payments per sales dollar;

2.

The proportion of local sales to total sales;

3.

The rate of plant replacement;

4.

The ratio of inflow to outflow of funds. 1

The firs t ratio responds to one of the major objections in the fact
that on l y part of the funds are spent in the host coun tr y .

In this way

1
Anthony Y. C. Koo, "A Short Run Measure of the Relative Economic Contributi on of Direc t Foreign Investment, 11 Review of Economics and Statistics,
XLIII, (May, 1961), 270.
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the one who profits from the investment is not the national economy, but

th e investing country .

This usually happens when the factors of production

and personnel are imported.

In fact, if there is no positive increase of

wages, supply o f local products, and local personal income, the advantages
of the investment are quite limited.

Of course, one may argue that the income generated by the l oc al
payments depends not only upon the amount (multiplicand) but
also on the multiplier. For example, a dollar paid to a local
producer might have a negligible multiplier effect on the economy,
largely because he has to spend a high fraction of the dollar for
imports that go into the equipment which he sells. On the other
hand, a dollar paid to a worker might have a very large multiplier
effect on the economy because he consumes whatever he earns and

spends th e dollar on local products.l
Foreign investments

diffe ~and

it is difficult to gene ralize about them.

This is particul ar ly true of the Latin American countries .

By ranking the

di fferent industries on the basis of determined ratios, it will be approx imat e ly possibl e to see which are the most advantageous to the deve lopment

of the region.
The Latin American countries generally have difficulties in providing
the foreign exchange necessary for the imports.
~oreign

It is also evident that

exchange is more and more needed to satisfy the increasing demand

for consumer ' s goods that for the moment have to be imported.

In the light

of these facts, it is necessary to determine how much the direct f oreign
inves tment can help in providing foreign exchange .
usin~

the s econd ratio of Professor Koo:

t ot al sales.

This can be seen in

"proportion of local sales to

11

Ce-rtain indust ries serve primarily to the domestic marke ts in
terms of their sales, yet they contribute t o the provision of

1 Ibid.
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foreig n exchange through replacing import substitutes . . . .
Furthe rmore, W. A. Lewis has shown that when foreig n capital is
confined to the industries or crops primarily for export when
an unlimited supply of labor (and other re sour ces relative to
demand) is available at subsistence wage rate, the benefi ts of
such investments accrue chiefly to the importer of t he goods ,
and not to the host country . 1
When this ratio is very unfavorable to the host country, it does n o t mean
that the fo rei gn investment is comp letel y negative, since the first ratio
could s till b e positive.

In fac t, the investment could cause an incre ase

in employment and taxes.

Very likely there would also be an in c rease of

knowledge of modern industrial techniques for the less skilled national
personnel.

Unfortunately , this effect of foreign private inves t ment,

\Vhich is one of t he most val u able , is very difficult to measure and be

ranked .
In the industrial growth of an underdevelope d region, such as Latin
America , it is obvious that an expanding industry will contrib ute more
than a stagnant one.

It will be an active force in be ttering the economic

situation of the country .

One way t o check i f a firm is

grm<~ing,

or if,

on the contrary, it is in a crisis, is by examining hmv much is spent for
depreciation and depletion, and how much is spent for new plant and equiprnent .

This is the third ratio suggested by Dr. Koo .
For example , if a firm adds to its plant new equipment and
facilities in an amount roughly equival ent to the deprecia tion
cha rges, then it is a mature firm , t o use the l a nguage of a
financial analyst. On the other hand, a grmJing firm will add
more to its physical assets than its depreciation charges, and
vi ce versa for a declining firm. 2

In the last case , as the a uthor recognizes, it is not clear wh at depreciation

1

Ibid.

2 Ibid.
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is.

If it is considered on the basis of the initial costs, it will no t

register the effec t s of inflation that in different
present in Latin Americ a.

d egrees ~

always

Conse quently, it could be tha t annual r eplace -

ment is higher than depreciation without implying that the fi rm is expand ing its capaci t y.
Because of the extreme lac k of capital that the underdeve loped countries are facing , it is imp ortant to c hec k wha t contributi on a f irm gives

to the increase of inflow of capital in the host country.

The ratio used

in this c as e is between inflow a nd outflow, with the latter including
pa yments of dividends a nd remitted profits.
These four criteria can be used to judge the industries in which
United States investment brought the most advantage t o the economies of

Latin Americ a n countries.

While the data presented in Tabl e 3 pres ent

an outdat e d situation of privat e U. S. investme nts in Latin Ame rica, the
tendencies of th e various industries remain;and the ranking, generally

spe aking , is still valid.
Investment Revolution in Latin Amer ica

The pattern of foreign investments in Latin America in the nine t ee nth
ce ntury and

beginning o f the twentie th caused a host of political pr obl ems.

It was partly the root of the resentment that caused , in a way, the later

nat ionali zati on of American big business, acc us ed o f exploiting natural
r esour ces .

Upon the d iffe r en t economic experiences of the two Ame r ic an

r eg ions depends t he different way in which the ethic of nationalization
is a ccepted .

I n the United States, economic development was not based on

t he exploit ation of peop le, but on the exploitation of natural resources by
s k i ll f ul en trepreneurs assist ed by ingenious scientists.

"True " c apitali sm

TABLE 3
RELATIVE CONTRIBUTIONS BY INDUSTRIES AND THEIR RANKS ,
U. S , COMPANIES OPERATING I N LATIN AMERICA, 1955

Local Ea~ents
Total sales

%'

Rank

DeprPciation &
def!letion
Plant and equipment
expenditures

Dividends and remitted
Erofit_s _ _ _
T ,... ~~l.

tund

Rank

%

Rank

%

Agr icu 1 ture

87.59

2

19 .91

4

82.14

4

44.30

3

Mining and smelting

75.79

4

14 .29

5

16.00

5

53.79

4

Petro leum

68.75

5

48.18

3

57.58

3

58.19

5

Manufacturing

77.97

3

94.09

2

46.43

2

14.98

116.86

1

99.67

l

30.77

1

20.41

%

Public utilities
Source:

Rank

Local sales
Total sales

A. Y. C. Koo, Review of Economics and Statistics,££ cit., p. 274 .
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w
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is based not only on efficiency in production, but also on a sense of

responsibility toward society on the part of businessmen.

The basic goal

is to produce the best product for the cheapest price in the consumer 's
interest.

In this situation the United States Government did not need to

control tightly the economic activities of the businessmen, because their

activities contributed to the improvement of the publ ic welfare. 1

On

the contrary, Latin American businessmen and landlords frequently do not,
in their economic activities, present the same characteristics of "fair

play."
It might not be incorrect to say that the United States has an
individual approach t o economic activities, while the Latin Americans
have a more collective one. 2

The United States considers nationalization

as a terrible evi l, while the Latin American s generally consider it justifiable in some particular c ases.

Examples of such "particular cases" .in-

elude the petroleum companies in Mexico and the tin industry in Bolivia.
It must be noticed that in some Latin American

countrie~

the power

of certain foreign enterprises was more potent than that of the government ,,

with the result of a high degree of political interference.

In reaction

to this situation, there has been a long period of hostility to private
foreign investmen ts in Latin America.

This has occ asioned a great fear

on the part of the U. S. investors, especially considering the "na t i onalization ethic" of the region.

A very important change is taking place now in the policies of the

1
John Powe l son, Latin Americ a:
(New York, 1964), pp. 11-15.

2

Ibid .
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Latin American republics, in spite of what many seem to believe. 1

The

change is related to the industrialization programs undertaken in the
region recently, in which private capital is playing an important role.

In

different degrees all the Latin American countries are trying to diversify
their economies in order to be less dependent on foreign economic powers.

In order to do this, however, they recognize the need of foreign capital.
Yet, the Latin countries no longer are willing to accept such help if the
cost is political interference and the exploitation of natural resources
for external use.

These countries rightly think that if their economies are to be
balanced, all sectors have to cooperate toward the same goal of national
development~

If foreign investors wish to enjoy the favorable conditions

offered by an expanding economy , they will have to work in line with the
national economy, even if they are more externally oriented.

T~ree principles to be followed by the foreign investor might be set: 2
1.

Strict conformity with the legal structure of the host country;

2.

Adjustments to the l oc al social environment;

3.

Effective contribution to the economic development of the country.

These conditions are not intended to restrict the entr ance of foreign
private capital in the area, but are simply some of the measures considered
necess ary to make the economic environment more favbrable for profitabl e
investments, both national and foreign.

1

Pedro C. M. Teichert, Economic Policy Revolution and Industrialization

in Latin America (University, Mississippi, 1959), p. 222.
2
Ramon Beteta, The Policy of the Mexican Government toward Foreign
Investment, Lecture, Mexico D. F., May 22, 1963, p. 1.
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Our viewpoint is that a healthy, stable, and dynamic economy
i s the best stimulus for gener ating inves tmen t and incre a sing

the f low of f oreign capital.

The opp osite condition, that is,

an unstable economic system built on we ak support or on a

stage of stagnation, will be viewed with distrust as a good
pl ace for business, even though arti ficial measures are t aken
to attract foreign investments.l

By adopting the three principles indicated by the young Mexic an economi st ,
d ome stic and foreign capital will cooperate with the highest r ecipr ocal
advantage.

One way of doing this is throu gh the combinati on i n the same

firm of the two k inds of capit al .

Pu bli c opin i on would accept it more

readily, and the effect on local entrepreneurs and workers will be
greater .

2

I£ Latin America succeeds in the programs of industrialization, the
possibilities of productive investme nts will increase.

Investments in

public ut i lities and a griculture will be automatically outdated a s other
fi elds present higher productivity rates.

Among these new possibilities

i s the produc tion of manufactured goods--whi ch ar e prere qui si t es for ·the
substitution of imp or t s that the Latin American countri es ar e looking for.

In thi s fie ld, foreign capi tal and skill are sore l y needed.

If foreign

inves tor s are willing to accept the three conditions pres ent e d ab ove, they
will be welcome; they will use the same facilities and incentives as the

national investors.

This encourages cooperation for the growth and stability

of th e host economy; as a national

rnid~le

class wi ll be formed,

dec~sion

and

risk taking wi ll be decentralized, and more eff i ciency wi ll be guaranteed by
a he althy private sector . 3
1 Ibid . , p. 3 .
2A. Crespo , Notes from classes g iven fo r the course "Econom ic Probl ems
of Latin America," Spring Quarter, 19 64 , Universidad de la s Americas, Mexico, D. F.
3 Joint Economic Committee, Private Investme nt in Latin America (Washing-

ton, D. C. , 1964) , p. 3 .
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Policies toward foreign investment differ
countries.

~ong

the Latin American

The investor must study the legal framewo rk of the di ffere nt

republics in order to find out the possibilities offered to the pr ivat e
sector in e a ch.

On the other hand, the governments have t he duty to make

their policies cle ar so the investor will be able to know what to expect
without fe ar ing sudden nationalization and discriminati on.

Confidence

must be re-established if the recent dec lines in private foreign
in the Latin American r egion are to be reversed.

inves t~ent

At the same time, foreign

investors s hou ld understand that the re are some fields in whi ch it would be
dangerous to invest, both fo r economic and politica l reasons .

Usually,

these fields are specified and ar e related t o public interest industries. 1
Foreign c apita l conse quen tly will go:
1.

Where there is no danger to foreign investment;

2.

Whe r e th e marginal productivity of a dollar invest ed will be
the hi ghes t.2

Usually, the highe s t r e turns will be

offer~d

in the ar e as where the r e are

markets s u fficie ntly broad to absorb the pr oduction .

Brazi l , Mexico, Peru,

and Vene zuel a ar e offering for the moment the best possibi lities fo r private
inves tme nts.

If Latin American markets will a bandon national boundaries and

be en large d on a regional scale, also the other r epublics wil l offer a favorabl e climate for foreign inve s tment.

The foreign inves t or will have to use different production methods
than the ones usually ad opted in the United States.

1

For instance, in Latin

Teicher t, .££ ·. ci t ; ' · p. 224.

2
John M. Deyer , United States and Latin American Trade and Financial
Rel ati ons (Coral Gables , Fl orida, 1961), p. 91.
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America th ere is a great supply of cheap labor and shortage of capital;
c onsequently, United States labor-saving techniques, with intensive use of

capital, are not always advis abl e. 1
United States Public Investment in Latin America
Unde rd eve l oped c ountr ies c an be he lped on the road toward development
by providing th em the capita l inflow that normal market incentives are not
able to furnish.

Th is form of cooper ation take s th e name o f "aid." 2

In

the last few years th e United States has been one of the major sources of
c ap ita l for the Latin American countries.

It is difficu lt to find a single motivation fo r foreign aid programs,
but it is possib l e to list some of the most important motives.

These are

humanitarian, economic , and political .

Humanitarianism is a

11

natural 11 tendency of the American peopl e .

It is

part of their cultur al history, and is now present in United States foreign
policy .

Programs such as the Peace Corps show this clearly.

American

students with a very high degree of altruism go to give person-to-p erson
aid to the people of the underdeve l oped countries.

Through this personal

con tact, they bring technical assistance and help to develop important social
functions. 3

Obviously, the foreign aid program is not based only on humanitarian
reasons; there are also very imp ortant economic considerations.

The basic

o ne is that if the Latin Americans will develop and reach high income levels,

1 B. De lworth Gardner, interview at Utah State University, Lo gan, Utah,
July 2, 1964.
2
P. N. Rosenstein -Rodan, "Inte rnational Aid for Underdeve l oped Countries,"
Review of Economics and Statistics, XLIII, (May , 1961), 109.
3p owe l son, £1?.· cit., p. 232 .

39
they will become the best customers of United State s produ c ts.

Even when

t he development i s not ye t ach i eved , the Uni ted States wi ll have an economic
i n t eres t in foreign aid , as the funds wi ll be used to buy mainly Unit ed
States - manufactured goods.
A third motive is politically related to the Cold War .

Foreign aid to

the underdeveloped countries is becoming one of the most effective modern
weapons in the confrontation between the t wo world giants.

This problem

wil l be examined later in the specif ic case of Alliance for Progress.
The goal of aid programs for underdeveloped countries is " to accelerate
their economic developmen t up to a point where a sa ti sfactory rate of growth
1
can be achieved on a self- s ustained basis . 11
I t is a matter of increasing

the speed of growth , not th e s ub sti tution of the effort made by the countries
themselves in nationa l development .

If the purpose is an increase of speed,

the results should not be meas ured on t he basis of the inc r ease in per
capi ta income , but on the basis of the capacity of

national effort . " 2

11

mobilizing additional

Consequently, though the results of the funds gi ve n may

be difficult to see , this should not un dermine the effort , bu t only creates
political problems of impatience .

In underdeveloped regions, such as Latin

America , foreign aid has the t ask of building the social overhead capital
necessary to create the absorptive capacity of the region. 3
Aid can be given in t he form of l oans, grants , and sale of s urpl us produc ts.

1

2

The loans can be long-term loans or soft loans .

Rasenstein-Rodan, ££ · £it., p . 107.

Ibid .

3 Ibid .

The first usua lly
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have to be paid back in more than ten years in "hard 11 currency, while the
ones can be paid back in local currency, usually in a longer period of time.

In spite of what people usually seem to think, there is a great difference
between loans and grants.

Grants are simply donations, and do not requir4

payments of interest.

Since the absorptive capacity determines how much capi tal flow is
required in the region, 'the capacity to repay" ought to help in deciding
which kind of aid to use.

In fact, where the capacity to repay is below the

absorptive capacity, more gr ants than loaps ought to be given. 1
The last kind of aid is the sale of surplus products--capital and consumption goods - -for local c urrency payments.2 This kind of aid is particularly
advisable when the demand for these goods is higher than the local supply.
I t will save precious foreign exchange.

On the matter of sales of surpluses,

some underdeveloped countries have criticized this type of assistance, stating
that they consider it as an unfair form of competition.

This criticism has

often been made with respect to sales of agricultural surpluses.3

Usually,

the local currency that the United States gets from the payments of these
sales is put into development programs .

That is why the program of selling

agricultural surpluses is called "Food for Peace ."

Export-Import Bank
The history of the United States foreign aid program is very much
related to the domestic situation.

1

Ibid.

2
Powelson, ££cit., pp. 239-43.
3 Ibid.

In fact, the first international econ-
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omic assistance was given through the Export-Import Bank, which is primarily
a n agency created to finance United States international trade.

It is now

the main institution through which the United States has been giving aid
to the Latin American countries on a bilateral basis .

The Export-Import Bank came into being when the United States exporters
were f acing problems created by the Great Depression .

The Export-Import

Bank was created on February 12, 1934, as a government financing agency. 1
United States sellers were at that time facing the problem of the impossibili ty
of selling capital and other goods, without providing credits to the foreign
buyers.

The same difficulties of trade were present after the end of World

War II, when United States industry faced excess

capac it~

and the buyers in

foreign countries did not have enough, foreign exchange to buy the goods.

"Post-

war grants and loans generally provided the funds so that the United States
trade continued at a high leve l." 2

The first l oan of the Bank was given to

Cuba to purchase $4 million of silver bullion from the Philadelphia mint .

At

the beginning, the Bank was intended on l y for trading with Cuba and Russia,
but it was soon enlarged to trade with all the other countries. 3

The activi-

ties of the Bank were not on l y to provide facilities for the purchase of consumer ' s goods; a very important project was financed in Brazil in 1939, consist -

ing of a loan of 45 million to buy the capital goods necessary for the construetion of a steel mill at Volta Rodonda.

This investment induced others in the

region, which became one of the most industria liz ed areas of Bra z il. 4

1Hawthorn Arey, "Histor y of Operations and Policies of the Export-Import
Bank," mimeograph copy found at the United Nations Library in Mexico City ,
1953, p. l.
2 Ibid.
3 Ibid .
4 Powelson,

££·

cit., p. 224.
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After the end of World War II, loans were given by the Export-Import
Bank to Latin American countries for the construction of roads, the purchase
of heavy transportation equipment, and other capital goods necessary for
economic development.

From 1934 until 1961, the Bank had given to the Latin

American countries credits to an amount of $3,461,170,000 .
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CHAPTER IV
ALLIANCE FOR PROGRESS
The Alliance fo r Progress will be examined principally in its political
a spec t, a s the po litical problems involved with the new program for Lat in
America are a determinant part of it.

It would be difficult to understand

th e difficulties that the Alliance is now facing without finding their roots
in the international political situation.

As it shal l be proved, for the Al liance for Progress, the so l ution of
economic problems very often depends upon poli tical realities .
times undermine the possibility of efficient solutions .

These some -

An economic approach

to d ev e l opment bas ed upon scientific methods could be very us eful in s e tting
th e necessary priori ties for sound growth.

mar g inal goal of the Allianc e for Progr es s.
Communist infiltration in the region .

Unfortuna tely, this is only a

The main one is t o fight

To und er stand the problems involved

with this situation, it is neces sary t o examine the political relations be-

twe en the United Sta tes and Latin Americ a .
Unite d States and Latin Ameri ca
It is impossible to fully understand the me a ning of the Alliance for
Progress wi thout examining the relati onship between the United States and
the Latin American coun tries .

A combinati on of historic and geographic

factors joined the destiny of these two big regions of the world.
All the countries that played a role in the economic history of Latin
Ame rica have tried at dif fe r en t times to introduce a new way of li fe and
new sets of va lues .

This has been particularly true in the case of the
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United States, whose influence is not

al~ays

nationalism of the Latin American people .

accepted because of the strong

Moreover, many Latin Americans

feel that they ar e often treated by their northern Anglo-Saxon neighbors as
inferior.

Professor F. Tannenbaum reports:

Our difficulties in Latin America are not merely economic and

political. They are moral. We treat them as lesser people.
We can not really help ourselves, and we can not conceal it.
Latin Americans sense it in every gesture and attitude. That
is why the United States is watched with an unhappy sense of
inferiority.!
The problem is that on both sides of the border, the people tend t o t ake
fixed images for granted.
to

a~cept

For the North Americans, it is sometimes difficult

that some "democratic " values that are natural in the United States

can be found with difficulty in the countries of the southern hemisphere.
On th e other side of the border, many think "that it is tragic that the nation
that first repudiated colonialism . .

shou ld in Latin America be looked upon

as a friend of tyranny and a support of dictat orship. " 2

It

is impor tant to

remember that the kind of democratic institutions that the United States enjoyed for a long time are still at an infant stage in Latin America and still
need to be protected against traditional reactionary forces.
Thus, for example, the fight of the Latin American republics
against the impact of international prices f luctuations on
their economies, by protectionism and industrialization, repre -

sen ts on l y a drastic attempt to rid themselves of the leftove rs
of a colonial economy. It is not, as many people might think,
an e~eriment of new economic systems of objec t ionable socialistic tendencie s.3

1 Frank Tannenbaum, "The United States and Latin America, " Political

Science quarterly, LXXVI (June, 1962), 161.
2 Ibid.
3

Pedro . C. M. Teichert,~£· cit., p . 189.
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Latin America is now at a point where many of its institutions have

t o be changed to meet the needs of the people.

For this reas on, Latin

Americans ap pe ar to resent the position of supporter of the status

~

that the United States, in appe arance, has often taken.
The inconsistency between the great trad i t ions of freedom in the
United States and their policies toward Latin America is one of the main
difficulties in in t er -American relations.

Necessary reforms in the economic

and social system in Latin America have sometimes been slowed down by t he
very peop l e supported by the United States .
. . . conservative currents, which often regard the United
States po l itic ally as an ally, are most of t en based upon social
groups hos t i l e to modernization and industrialization, t endencies
which the United States business represents, while the younger
and more modern Latin runerican business groups , though acce pting
many ideas of the United States business, are in sharp competition
with it.l
This national force of modernization mu st be reckoned wi t h , and this wi l l

be done only if the United St at es shifts from the present alliance with
groups interested in ma intaining the sta tus
progress ive forces o f the r egion.

~

to groups repres e nt ing the

This "revolution of a l l iances" is difficult

becaus e of the "explos i ve rhe t oric of La tin Ame r ican r adi c a lism, " but it

seems to be the on l y wa y left to isolate the traditiona l conservative groups
of power. 2
The pr esent situat ion is pe rha ps t o be expected, since the United St at es
is repres e nted in Latin Americ a mainly by "big business. "

Nearly all the United States ' direct investment in Latin Americ a
has come from 300 l a rge corporations . . . . The political consequence, . . . is that not only business, but the largest corporate
business becomes the face of the United States. 3
l"A s Eise nhower Flies Down," New Republic, CXLII (Februar y 15 , 1960), 7- 8 .
2Ibid.
3rbid.
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United States investments ar e too tied with the present order to accept the
danger of a social ch ange .
fear of

11

I f we add to this economic danger the traditional

radicalisrn 11 in the United States, we can better understand the

reason why the nation, even if it is strongly against dictatorships, often
supported them because they were anti-Communist.

LU.

S~ were opposed t o communi sm , but Trujillo, Perez,
Jimenez, Batista, Rojas Pinilla , Peron, and others were

We

opposed to democracy . . . . And we to our -- what would be
the right word?--bewilderment, confusion, perplexity, shame,
found ourselves supporting governments violating the Bill
of Rights and imposing on their citi zens every devil and
doing it in the name of defense of the free world and in
opposition to communism.l

Many La tinos who are friendly to the United States believe that the American
policy involves a too simple classification between democrats and communis ts,
between dictatorship and free government .

Dictators' enemies are not neces-

sarily enemies of the free wor ld ; they might very we ll be real democrats-America's best allies in the struggle for a free world .

If it is right t o

be against Communism, it is also important to make very clear one's love for
democracy.
Because it is a per iod of rapid social change, our doctrinaire

opposition to communism tended t o identify us with the supporters
of the st atus quo; . . . the identification of fixed anticommunist
ideology with ty ranny became so clear in Latin America, that professional anticommunists came to be looked upon as agents of
tyranny. 2
The United States' s truggle against Communism would have much more enthus iastic fol l owers if, in Latin America, it would be acc omp ani ed by a c l ear
and definite support of democracy.

This would also avoid the ris k of being

1 Tannen bau m, ££.· ci t. , pp. 166 - 67 .

2 Ibid., p. 168.
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ac cused of supporting dictators because they favored North American business.
It would elicit the support of the only forces that can effectively help
in the development of the Latin American democracies.
The economic and political situation in Latin America cannot be stable
until new social structures are created.

In the whole region there is, in

f act , what President Alberto Lleras Camargo of Colombia called "a rebellion
against poverty.

one of the

t'\-JO

11

The solution is not necessarily found in the system of

great powers.

the cold war in Latin America is the struggle of the
two different powers t o satisfy the demand fo r so-cial justice

or to provide the hope of satisfying it.

Either we shall do

it with our democratic , capitalistic, free-enterprise, evolutionary ~ethods, or the Russians and Chines e will s~cceszfully
e ncourage non-democratic, radical, revo lutionary movements
based on their techniques. We, in the United States, can no

l onger delude ourselves about the apparently demonstrable virtues of our system compared with the supposed inefficiencies

and the moral evils (by our standards) of the communist system. 1
The struggle is not only between ideologies, but also on the base of
material results.

U. S. S. R. has the advantage of showing an example of

recent economic development pursued wi t hout the help of foreign support.

It is very difficult to balance these successes with words only.

The poor

peasant who is living in a hovel with barely enough food to keep his family
alive, will not understand the value of democracy.

He cannot taste it.

Propaganda is becoming a very important weapon in the Cold War.

The

two contestants use it differently.

While the United States tries to use the favor of Latin
American businessmen, Army officers, and conservative politicians, Soviet efforts are directed at students, reform and
labor groups . . . many of our diplomats in Latin America,
if they are informed at all about students' opinions, brush

1

Herbert L. Hattbeus, "The U. S. and Latin America," Inte rnational

Affairs, XXXV II (January, 1961), 11.
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it off as harmless campus radicalism; one cultural attache
dismissed the attacks on Vice President Nixon in Lima in 1958
as " just like one of those panty-raids we used to have back
home .'' But Latin American students, like those in Korea,
Turkey, and Japan, are older than their American counterparts,
more mature politically, and often faced with a bitter struggle
to exist. . . . Seven year$ ago, when our government began to
send tanks, airplanes and military advisors to the Batista
regime, Fidel Castro was onll an impressionable student of law
at the University of Havana.

In Latin America it is necessary to stress the political structures
as much as the specific problems of economic growth.

The improvements in

the two fields must go together.

The United States in Latin America did

not have this equilibrate acti on :

the spreading effect of the American

presence in Latin America is necessarily cause of pressure for change.

First, because it furnishes an example of a people who are not associated
with a stratified social structure; second, because of the American stress

on consumer's goods .

This is what Adlai Stevenson very effec tively called

the "revolution of rising expectations."

But this inevitable force for

_progress is often opposed by Americans for political reas ons.
We do our best to stir the appetit e for the ease, comfort,
luxury, and material poss ess ions which are unattainable by
the mass of the people of Latin America without a profound
change. At the same time, we help the present governments
sit on the l id, and when the explosion occurs we blame it
upon the communists, who take the credit for being the
"friends" of t he people. 2

To hold Communism as the only cause of social instability is too easy.
The anti-Communist campaign, with the consequent alliance with "bad" die-

tators in the defense of the Free World, has been one of the main causes
of disillusion in Wester n democracy in many of the younger generation.

1 "Good Partner Policy," New Republic, XLIII (October 19, 1960) , 7 .
2F. Tannenbaum,

£E· cit., p. 171 .
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This anti -Communism campaign has such

deep emotional roots in the people

of the United States that sometimes it is difficult to deal with the pr ob l em
in a rational way.
So rigid, so overcommitted has our att i tude be en , and so
sens it ive ha s Ame rican opinion been up on the issue o f

communism , that any folly which could be classed as anticommunist could become wh at journalists like to call a
"s a cred cow," something that could not be critic a l l y

men tioned.l
The United St at es must ''underst and, 11 must "sympathiz e " with the efforts

of Lati n American countries to res o lve the prob l ems of economic independence-mu st understand "the emo tional tone with which s uch questi ons a s industr ial izat ion, t he expo rts of ra'\oJ" materials, and foreign investment are d iscuss ed,

even if they ar e so f ar f r om the economic system of the United States as to
sound unreal." 2

On the othe r side, the Lat in Americans have a lot to learn

a bout the North American civilization--about the equalitarian society which
has pr eserve d civil liber ties --about the broad system of economic security

coupled with political free dom.
Al liance for Progress:

A Peaceful Revolution

A compl e t e change in the relations between the United States and the
nineteen Latin American republics has been brought about by the Allianc e
for Progres s .

This new program for the deve lopment of Latin America was

presented off icially by the Kennedy administ r ati on in 1961 , but was prepared a long time before by the circumstances occurring both in the United
States and i n Latin America .
It is very important to examine c arefully the motivations that de t er -

1 rbid., p. 173.
2Ibid., p. 179.
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mined such a change in United States policy.

In order to do this, it is

necessary to examine the lines on which the Alliance for Progress is acting
to see if they are consistent with the economic and political situation,

both i.n the United States and in Latin America.
It seems clear that the United States has acce pted the fact that the
different economic and political experiences of the Latin American countries

require different solutions than the ones generally accepted at home.

This

could have an important political meaning to the program, considering the
Latin American preference for finding their own solutions to the problems
of their region.

Programs of land reform, national planning, redistribution

of income, and improving of the international trade .str-ucture ar.e

base of the Alliance for Progress.

no~1

the

What the Latin American countries wanted

was not aid, but cooperation , and the administrati on seemed willing to do

this.

This exp lains the en thu s iasm with which the program was first accepted;

"for the firs t time in our relations , an American president was able to

gather wide emotional support among the large masses of the Latin American
population. "1

In the enthusiasm of the first days, somebody compared the Alliance
for Progress with the Marshall plan for Europe . 2

It is not right to draw

any parallelism among the two regional experiences.

One concerns a devel-

oping area that has to build up structures and recover from a colonial
s tatu s; the other was an industrialized region destroyed by World War II .
In the latter, the main lack was capi tal necessary to rebuild the f act ories.

1

Raul Prebisch, "Economic Aspects of the Alliance,

11

The Alliance for

Progress Programs and Perspectives, ed . J. Dreier (Baltimore, 1963), p . 26.
2"America 's Peaceful Revolution," Economist, CVII (April 13, 1963), 128.
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In the other, some of the elements lacking ar e educa tion , technology, and
ad v anced soci al institutions .

Of course, ther e is this similarity:

The

United St ates undertook both unde r a fe ar of Communist in f iltration in th e
Western world.
Agrarian Reforms

As previously indicated, a pr ogram of economic development must be

bas ed not only on indust rialization , but al so on a sound agr i cultura l
system, which Latin America does no t have.

However, the sys t em of land tenure that still prevails in
most of the Latin American countries is one of the most serious

obs tacles to economic deve l opment. . . . Efficient us e of soil
depends not or..ly upon the reforrr. of the land tenure system, bu t

also upon the rate of economic gr owth i t self.l
For h ist oric al reasons, Latin Ame rican coun tries pres en t a land tenur e

system based on a few large "latifundia" with many small holdings.

Besides

being a c ause of une qual income d istributi on , this presents probl ems of
efficiency.

The United States, o n the contrary, whose agri cu ltural s y stem

i s universa ll y r ecognize d as the most efficient one, was able t o avoid t he
creation of s uc h an unfavorable structure.

Partly from these two differe,n t

expe riences can be der ived two dif f erent ways of judging the problems of
land t e nure.

Whil e , traditionally, the Unite d Stat e s never l ooked with

sympathy on any program of expropriation and land redistributi on, Latin
Ame ri c an countri e s have deffions t r ate d th€ need of s uch basi c reforms in their
economies.

The Department of St ate, with the Alliance fo r Progress, seems t o have
come to grips with this problem.

1

Pr ebisc h,

££· cit . , p. 38 .

But, if the United Stat es compe ls the
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v arious countries to carry out the necessary reforms, it will be accused
of "interference"-·-to which Latin Ame rican nationalists ar e partic ularly

sensitive.

If the Unite d States does not compel such reform, the effort

for more social justice and economic development risks f ailure .

There must be leaders in power who believe in reform l egis lation, not because it opens the do ors of Un it ed States
tre a sury, but because it may l e ad to independence from
foreign a ssis tance of any kind .l
Unfortuna tely, the position of the Un i ted States in this regard has not
been made clear.

The ca se of Paraguay is an example.

On

the tenth anni-

versary of the milit ary coup that put Gener a l Stroessener into power , the
Economist reports:

There is no political freedom in the meaningful sense of the
term; . . . anybody active l y opposing General Stroessener has
to fear physic al v i olence . . . . 25 families stil l own an area
e quivalent t o Denmark, Be lgium and Holland combined. Some
fore i gn aid has gone into education, but it has als o all owed
the gener al t o maintain an army and police force whose budget
is a good deal high er than the joint bud ge ts of public health,
educat ion, agriculture, and industry.2
The immediate United States r ecogni tion of the recen t Brazilian militar y
government is another ca se in point .

I f the Alliance for Progress fails t o

bring into the Latin American region subst antial reforms in the l and tenure

s ys t em, it wi ll have failed in a principal ob j ec tive.
The necessity of basic transformation in the land t enur e system has
been include d in the Charter of Punta del Est e , which, in Section 6,
Title I, says:
To encour age, in accordance wi t h the characte r is ti cs of e ach
coun try, programs of comprehensive agrarian reform leading t o
1simon G. Hanson, "The Alliance for Progress, the First Ye ar,"
Inter-Americ an Economic Affairs, XVI (Summer, 1962 ), 10.

2Economi st, " Silent Birthday," CCXI (May 16, 1964), 712.
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the effec tive transformation, where required, o f unjust structures and system of land t enure. l

In sig ning these words, the American government changed its traditi onal
position towar d agrar ian ref orms.

This new orien tati on was th e product

of three factors:
1.

Americ an leaders were convinced that agrarian r eform was a
necess ary measure .

2.

American leaders made th e sw itch for political st rat egy in
response of the Cuban revolution.

3.

The Latin Americ an countries were, for the first time, able to

convince the United States t o do what they thought was best .
It is not enough to pour money into the region to r e solve the problems
of the agr i cultural system; the money has to be complemented with technical
assistaqce.

Action in this regard has been undertaken, in the framework

of the Allianc e fo r Progress, by international agencies and private instituti ons.
At the present time , in a dozen pro j ec ts throughout the hemis phere , private North Ame rican founda t ions are making a marked
contribution, es~ecially in the fields of he alth, e ducati on,
and agr iculture.

Thi s compl ementary pr ogram is called "Partners o f the Alliance."

At the

moment, 18 new projects are being carried on and some o th ers are under

study, among them:

"A mission of the state of Utah, that has just r e turned

from Bolivia, pre pared a program of development of 23 points, that will
be launched by s tat e and private institutions." 3

1
nreier , ££· cit., p. 121 .
2Al ianza para el Pr ogr e s o , Carta Semanal, Washingt on 6, D. C. , vol . II,
no. 20, p. 2.
3

Ibid.
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These projects are particularly us eful because, besides their high
technical level, they help the people from both sides of the border to
better understand each other.

The North Americans will get directly in

contact with different experiences and problems which they will have to
face with realism.

The Latin Americans, at the same time, will see that

not all the "gringos 11 are representatives of large combines, and will

start to see the real face of the United States and to experience th e
advantage s of highly efficient agricultural methods.
Industrial Activities
The problems of the industrialization of Latin America will be
examined later.

In their solution the Alliance for Progress can play

an important role .

It can furnish some of the capital tha' for the

moment, is lacking in the region, and what is more important, help the

struc tural reforms that are necessary to develop industrialization and

to make the region less dependent on foreign economies.

The funds that

are made available under the Alli a nce for Progress program could help
in bringing in a shorter time into the region the technology and the
education required.

r

I!

revolution in Latin

This would increase the speed of the industrial
Amer~can

countries.

It is impossible to industrialize

a country without having the trained people able to do it, and at the
same time, it is also useless to have an intensive educational program

if there are no employment possibilities.
The Allianc e for Progress has to cooperate with the efforts of the
other programs that are pushing industrial development in the emerging
countries, such as the Free Trade Association.

It is generally known

that the relations between the Departme nt of State and the Economic
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Commission for Latin Ame rica have no t been very good for a long time,
especially on the matter of regional economic integration.

The pact of interest was also related t o a nego tiated attitud e predominant in the U. S . t oward ECLA. This organizati on
was consider ed for many years by many North Americans, both
in and out of the government, as an in trusi on in the pr ob l ems
of th e area, as a defender of dangerous nationalism and competitor of the organization of the American States.l
The not always fortunate experience of the first years of the
Alliance seems to have brought many les sons.

Not only did the United

St at es governmen t so l icit $550 million for Alliance for Progr ess for
t he fiscal year 1965, but also a mor e realistic approach was take n . 2
The Gene ral Secretary of the Organizat ion of th e American States said
i n the third world conference held in Florida:
We have t o be realistic on the Alliance, not emotional. In
be twee n the illusionary dreams of yesterday and the disillusions
of today we can find the truth, and the proper appr oach t o the
Alli.anc e . If we are not ready to see the truth and adapt our
thought to it, we shall relegate the Alliance and our free system
to obliv i on . 3
The main effort for the economic development of Latin America must
necessarily be based on industrial activiti es.

For the mome nt, industrial

growth i s the most dynamic factor, with the highest rate of productivity .
In the per iod 1956 to 1961, the rate of growth in industry in Latin America
was 8 perce nt--twice as much as the GNP .

This tendency is still a char-

acteristic of the economy of the region and will be increased by economic
int egr ati on .

Nevertheless, this rate of grow th is not sufficient t o

1Migue l S . Wionczek , "EUA ant e la Int egracion Economica de Ame rica
Latina, 11 Banco Naci onal de Comercio Exterior,££· cit., 411.

2Alianza para e l Pr ogreso, TI, . (April 27, 1964), 3.
3 Ibid .
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guarantee to the region the increase of 2.5 percent in per capita income

r equ ir ed by the Charter of Punta del Este.
Almo st two - fifths of the funds given under the Al liance for Progress
programs has gone to solve the problems of deficitary balances of payments.
The balanc e of payments of the Latin American countries, in fact , can be
used to

11

explain the influence of foreign transactions on the national

economy." 1

On this complex problem lies a great part of the uncertainty

of the pr ogr ams of industrialization and integration of the region.

The

Latin American countries are, in fact, particularly de pende nt on foreign

relations with the outside world.

Consequently, it cou ld happen that a

country presents an increase of domestic pr oducts without having any
i ncre as e in the nati onal income. 2

The risk of having a negative balance

of payments is particularly high in the Latin American countries that
have to borrow a great part of the capital needed for their development.
Very easily, in f act, interests, dividends, and paid - out profits c an

unbalance the already-delicate equilibrium.

Almost all the Latin American

countries are facing quite serious l y the danger of inflation,as th e extreme

cases of Brazil and Chile show.

Also, the deterioration of the terms of

trade--later examined -- is increasing the difficulties of balance of pay ments of the Latin American count ries.

Social Activities

The Alliance f or Progress is developing important activities in the
fie ld of agrarian refo rms.

As we have seen, one of the main obstacles

1charles P. Kindleberger, Int ernational Economics, (Homewood, Illinois,
1958), p. 16.
2
stephen Enke,
1963), p . 445.

Econ~~~

for

~~~~~'

(Englewood Cliffs, New Jersey,
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of the region is t he concentr ation of land in a few privileged hands .
Until thr ee years ago , only three countries had undertaken the necessary

policies to bre ak down the medieval s tructure.

But since the Charte r of

Punta del Este, the number of countries willing to face realistically
the problem of land distribution has increased .

Farming programs to

incre a se the agricultural productivity and the living conditions of th e
peasants ar e becoming one of the goals of the Latin American governments. 1

The pressure put by the Al liance for Progress program on this matter i s
very definite .

The same effort toward social ref orms is to be found in th e programs
t o incre ase the l evel of education in the Latin American countri es.

The

Alliance for Progress is very active in this field , to the extent that it
has been recognized as ex tremely important t o the development of the region.

A confere nc e on education was held in 1962 .

Wi.th the he lp of the Allianc e ,

the Latin American governments a re supposed to increase the expenditures

fo r education f r om the present average of 2% to 4% of the national product. 2
The Allianc e for Progre ss is also very much concerned with the improvement
of the health and housing situation in the Latin American countries.

It

is, in fact, considered impossible to reach th e goal of economic development
if the population of the Latin American countries is still living in po or,

unsanitary conditions.

Many of the funds of the Alliance for Progress have

been directed toward improving the ex isting state of affairs.

A $130 million emergency program has been launched in northeast
Brazil to alleviate the misery of 23 million i nhabitants of
that area, and assistance has been made available for l ow-cos t

lvictor Ur quidi, "Two Years of the Alliance for Pr ogress," Int er -

Ame ric an Affairs, XVII (Spring, 1964), 26.
2

Ibid.

58
housing in Rio de Janeiro. 1
All these social programs are the necess ary tools for the social reforms
that the Alliance for Progress is trying to take into the Latin American
countries.

Numerous projects have been undertaken by the Alliance for Progress,
such as the long - run development plans in Bolivia, Colombia, and Uruguay. 2
The Bolivian plan, prepared in cooperation with ECLA and FAO, is a " ten
years plan of economic and social development . "

The plan has the purpose

of increasing the per capita income from $80 t o $165 with a total of
investments of $1300 million. 3

In the period of time going from 1962-1971,

an international group of experts sponsored by Inter-American Development
Bank and ECLA worked for the formu l a t ion of a development plan for Uruguay .
Table 4 shows the tot a l of economic assistance given to the Latin
American countries under the Al l i ance for Progress .
Political Aspects
A substantial part of the funds of the Alliance for Progress go fo r
military assistance to the governments of the Latin American republics.
The main goal of this kind of assis t ance is to maintain the internal
stability tha t is recognized as an essentia l prerequisite of economic

development.

In this sense, the All i ance for Progress represents another

change in United States po l icy.

I t wa s t rad i tional to give mi l itary

1
Tad Szulc, "The First Years of the Alli ance for Progress," World Today,
XVIII (October, 1962), 414.
2Al l enaza peril Progresso, Studie Informaz ioni sul l' America Latina,

III (December, 1962), 67.
3 Ibid.
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TABLE 4

u. s.

ECONOMIC ASSISTANCE UNDER THE ALLIANCE
FISCAL YEAR 1963
(millions of dollars)
.

Latin America
Argentina

Bolivia
Brazil
Chile

Colombia
Costa Rica
D.:>minicaa
Ecuador

El Salvador
Guatemala
Haiti
Honduras
Jamaica
Mexico

Nic aragua
Panama

Paraguay
Peru

Trinidad
Uruguay
Venezuela

Regional
Source:
Note:

Total

A. I. D.

Social
Progress
Trust Fund

$1027

$549

$125

154
69
155
89

100
36
87
41

30
10
6
5

127
15
50
36

94

9

18
2

29
18

6
10

lJ

22
13
6
13

20
3
5
7

13

6

so

13

8

4
8
3

24
4
22
46
79

3
4
8
33
17

$185

Exim

Bank

Other

$91

$78

24
21
62
27

15
3

3

6
3
1

6
8

7
9
9

Food for
Peace

3

2
15
1
1
3

'

5
26
2

11

8

2

5

11

Agency for International Development, Preliminary Data
Items under $1 million omitted. Note that "Regional" includes
$60 million subsc ription to Inter-American Deve lopment Bank,
$15.2 for Peace Corps, $2.4 million Rama Road.

1
61
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assistance to the underdeve l oped countries on l y for external security--

that is, for the defense of the hemisphere from attacks coming from
outside.

The o l d policy principle was officially recognized by the

United States Congress, in the Morse amendment t o the 1954 act:

"Internal

Security requirements shal l not, unl ess t he President determines otherwise,

be the basis for military assistance to the Latin American Republics ." 1
The experience of the early 'fifties was that the military equipment provided through the assistance program had been often used for military
coups.

Recently, it would appear, United States officials fe lt that this

danger was no longer serious .

been radically changed.

Thus, t he military assist ance program has

"The militar y assistance pr ogram, that was designed

at the time of the Korean cris is to prepare military units fo r hemisphere
defense missions, has been recast to concentrate in deve l oping mobi l e forces
for internal sec ur ity. " 2

The factors that determined the change would seem to have been :

(a)

The dec r e a sed danger of an external attack to the hemisphere ; (b) the Cuban
revolut i on.

It wa s genera lly felt by the American politicians that if the

Uni t ed States wou ld have changed before their militar y policy, giv i ng more
aid for internal security, Bat is ta would not have be en over thrown _3

The danger t hat the military groups will use the e quipme nt f urnish ed
by the Alliance for Progress t o seize the government is still existin g in
many of the Latin American countrie s.

Actually, the better trained the

1He liodoro Gonzales, "The Alliance for Progress the First Ye ar:
Inter 0 American Economic Affairs, XVI (Summer, 1962), 24.

Political,''

2Quoted by Secretary of Defense McNamara, Hearings before Senate Foreign
Relations Committee on S . 1276, June 13, 1963, p. 175.
3

Gonzal e s,££.· cit., pp. 24-25.
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army, the more the danger of a military coup.

This was proved in the

Peruvian experience when the generals of the military coup declared that
they had enough tanks (built in the United States) to "blow down the
entire palace." 1

Usually, not only the tanks but also the military train-

ing of the restless generals is "made in USA."

A survey of six recent

over thr ows of legall y constituted authority revealed that most of the
men responsible for the military and political achievements were graduat es
of United States military schools. 2
In 1962-63, as shown in Table 5, military aid for internal security
was given to almost all Latin American countries .
the most criticized dictators of the

Among them , ther e are

region~

This policy, obviously dangerous, involves a great deal of inter-

ference in the internal affairs of the Latin American nations.

In fact,

they c an decide when the government is socially "secure," and when they
should help to overthrow a government .

In any case, the device has in-

creased the amount of aid given to military groups.
United States officials recognize that this is not an easy policy
to administer.

Secretary of State Dean Rusk stated:

"I recognize that

the line between internal security of democratic and constitutional govern-

ments on one side and the abuse of military power on the other is a very
difficult line to draw." 3

They also realize that internal staqility is

not guaranteed by a police force qut by the support of the people.

1

As

simon G. Hanson, "Alliance for Progress," Inter-American Economic

Affairs, XVII (Winter, 1963), 14.
2

Ibid., p. 16.

3Hearing before the Senate Apprppriation Committee on Foreign Operati ons on H. R. 13175, p. 310.
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TABLE -!i
U, S, MILITARY ASSISTANCE UNDER THE ALLIANCE,
FISCAL YEARS 1962-1963
(millions of dollars)
Fiscal year
19 62
Latin America

Fiscal year
1963

$132

$75

Argentina
Bolivia
Brazil
Chile

32
2
42
12

2
2
17
10

Colombia
Costa Rica

6

8
1

a

Dominican Republic

Ecuador

2

2

El Salvador
Guatema la
Haiti
Honduras

3
1
2

Mexico
Nicaragua
Panama

Paraguay
Peru

Uruguay
Venezuela
Regiona l

14
3
10

10

1

1

7
2

aDashes indicate l ess than $1,0 million
Source; Agency for Internat iona l Development, reported by
S imo ~anson, "The Alliance for Progress : The Second
Year," Inter-American Economic Affairs, XVII (Winter, 1963), 89.
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Senator Church stated:
. . . to buy the loyal t y of a government with arms assistance
it is ei ther unnecess ary o r futile if that government rests
on popular support, and if it does no t, t he attempt ed purchas e
is both illu sory and dangerous. 1
It would seem that the $32 milli on given t o all Latin American countries
in 1962 could be used in much more fruitful wa ys:

build ing schoo l s, pro-

viding food, and financing the neces sary infr astructure for industriali -

zat ion .

This kind of so cial investment would also ca ll for additional

investment within t he area .

Inves tments in tanks do not have a very high

spread e ffect , nor do they contribut e t o the cre ati on of th e soci al over-

he ad capit al that is sti ll lacking i n the region.

The suggested us e of

military fo r ces for so - called "civic" services would not resolve the

problem. 2

A school wi ll be built better by a proper l y trained worker

than by a so ld ier re ady to us e his gun under the command of a restless
gener al.
Of cours e , the reason the Uni t ed States is underwriting such a policy
is to be found once again in i t s fe ar o f Commun i sm in th e hemisphere.

The Dep artment of State thinks that it is better to run th e risk of a
policy of in t ervention than to risk another Cuba in Latin America.

In

this way , even unde r the "pe a ceful revo luti on" program, the Uni t ed Stat es

becomes a supporter of the statu s

~·

But most observers believe that

i t is impo s s i ble t o preven t progres sive changes.

As we have already se en,

it is t oo e asy t o labe l every r evo lutionary movement a s "Corrununi s t.

11

1Hearing be fore t he Hous e Appropriation Committee on For eign Op er a tions for 1964, p. 119.
2
Simon G. Hanson, "The Alliance fo r Progre ss the Second Year, 11 I nter Ame rican Ec onomic Affairs , XV II (Winter, 1963), 18.
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Senator Fulbright, Chairman of the Foreign Relations Committee, presented
very clearly the problem:
I think we often give the communists a lot more credit than

they are entitled to, and conversely blame them for these upheavals. It seems t o me that we tend to resist this revolution
and give no r ea l leadership because of conflicting interests.
I have a feeling that we are led into a false analysis by our
emphasizing the communist aspect. Very often all the communists
do is to sympathize with the revolutionary movement and the
first thing we know is that the movement is all communist, which

"as not originally.
allegations.l
it

We tend to make them communists by our

If being progressive and rebelling against dictatorships means to be
Communist, the Latin Americans who love democracy will prefer to be
called Communists rathe r than r e actionaries.

As revolutions in Latin

American countries seem inevitable, and even desirable, the United

States may find itself on the side of those who have lost the battle
and are hated by the people,

On the contrary, proper policies would be

useful in avoiding revolution and giving the people confidence in the

possibility of evolutionary changes.
Most of the money of the Alliance is administered by the InterAmerican Development Bank.
in the next chapter,

The activities of this bank will be examined

The remaining funds are distributed either through

the Export-Import Bank, or the Inter-Americ a n Development Bank .

The

panel of "wise men" provided under Cha pter V, Point 2 of the Charter of
Punta del Este, does not have much influence on the policy of the Al liance.
The greater influence of the United States is inherent in the Al li ance, a s
its economic power is more potent than all the others put together.
Many suggestions have been made to vitalize the Alliance .

1
Hearings on S 1983, p. 778, quoted by

Hanson,££·~.,

After the

p. 28.
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recommendations presented by ex-President Jusc eli no Kubitscheck of Brazil,
and the Colombian ex -President Alberto Llras Camargo, the Inter-American
Economic and Social Council decided t o make the Alliance more "multilateral. .,l

The Latin American countries should have an area for the

exercise of their own initiative.

The newly created "Inter-Americ an

Committee for Alliance for Progress," in which there is a majority of
Latin American men, will be able to guarantee a broader cooperation

among the members of the Alliance fo r Progress.
Conclusions

Even if some of the problems of the Alliance for Progress can be
resolved, there remain others that are inherent in its structure.

The

Alliance for Progress has been overso ld in the United States, in Latin
America, and on the international scene.

To convince the Congress to

us e the money of the American taxpayers, the Administration had to assure

prompt and effective results.

The United States Congress agreed to under -

take a revolutionary program because it thought the new initiative would

miraculously resolve the aged and bitter--especially after the Cuban
revolution--problems of Latin America.

The Administration could not

satisfy the Congress reporting only on the slow, for their nature, invisible results of socia l reform.

It had to present sensational results,

and, what is perhaps more difficult, an improved attitude toward the
United States, while "the United States today, and in spite of all that
it is doing that it never did before, is remarkably friendless in Latin
America." 2

The problem for the Administration became even more delicate

1"Alliance for Progress," Int er national Organization, XVIII (Winter,

1964), 284.
2

"America,'s Peaceful Revolution," Economist, CVII (April 3, 1963), 128.
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when some ultra--conservative groups in the United States started to talk

about "socialist programs financed with United Sta tes money.

The Latin Americans were also disillusioned.

They enthusiastical ly

acc ep ted the hand that the United States was offering.
cooper ation, not on ly aid.

11

It was bringing

The United Stat es was finally assisting with

the reforms that some Latin American

11

dernocrats 11 had long desired.

They

soon discovere d that United States interference, through the Alliance for
Progr e ss, had increased.

The ir hurt nationalism responded with resentment.

The masses of poor peasants who were suppos e d to get the main advantage

out of the new pr ogr am very oft e n did not even see the effect of the tremendou s flmount of m0ney spP.nt::.
The Alliance for Progress, of course, is not a complete fai lure .

Every

such program that is capable of improving the social situation, even if

less than people expected, is desirable.
has no t yet been found!

But certain ly the final solution

Latin American nations are still in different

degrees at a "boiling'' stage.

The forces of the revolution against poverty

could perhaps be canalized, but they could also exp lode.

The Alliance for

Progress demonstrated that it is not enough to put a lab e l of
on a bot tle with an o ld medicine to cure the disease.

11

revolution"

A revolution can

not be accomplished by the same groups that will suffer the conse quences
of it.

But th ese groups, both in the case of Latin American governments

and the United States, can,if they are forced to it and have the will,
resolve some of the problems that make people rebel .
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CHAPTER V
INTERNATIONAL AGENCIES FOR THE DEVELOPMENT
OF LATIN AMERICA
The case of Alliance for Progress demonstrates that, in spite of
the best intentions, it is difficult to divide the solutions of the
ec onomic problems of Latin America from political considerations and
tr ends.

This risk is inherent in any kind of bilateral cooperation .

Countries,

~s

individuals, expect a return for every help given.

And

f or this reason, the underdeveloped countries are suspicious that the

political return required for foreign aid will be more than they can
afford to promise.

As Heilbroner writes, they have a right to be careful

after their historical experience of colonialism with the Western countries ,

"Hence, the task confronting the Western World is not to maintain

but to regain their historical identification with freedom. " 1
Jealousy or envy is another reason for the frustration relationships
between advanced and underdeveloped countries.

The United States is so

"disproportionally big," 2 that it is difficult to do something about this
unfortunate but natural feeling which is a definite aspect of Latin American
r e sentment .

"A rich and privileged nation in a poor and unprivileged world

can not avoid be coming the target of hostilities and frustration." 3
Ther e is no justification for the fact that the United States has t o
1Robert L. He ilbroner, The Great Ascent (New York, 1963), p. 156.
2Gunnar Myrdal, An International Economy (New York, 1956), p . 130.
3He ilbroner, 2£

£1!.,

pp. 151-52.
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face t he who l e r esponsibility of defending the traditions of the Western
world by itself.

It is very easy to criticiz e the foreign policy of the

United States toward development when nobody e l se is trying to put the
same effort in trying to resolve the problems.

A fair shar e of the res pon-

sibility could be achieved i f other advanced Wes t e r n coun t ries would
contribut e through international or ganization to the economi c growth of

the underdeveloped coun tries. 1
The in t erna tional iz at ion of the distribution of economic aid wou ld

have many advantages.

It would permit an economic development policy

much less influe nced by national political necessities.
suspicion and jealousy would

b~

is ap proached less emotionally .

less,

b~cause

Feelings of

an internatj.onal

orgRn~z~~io n

I f all the Western countri es could con -

tribute t o the effort for economic development in propor ti on to th e ir

wealth, a h i gher sense of so lidarit y would be achieved . 2
There ar e really no grounds at all why other countries s uch
as th e Sc andinav i an group, should not acc ept a fuller share
of the responsibility for international aid. Neither is
ther e any justification for certain countries, and in partic-

ular the United States, to shoulder such a disproportionately
lar ge part of the burden . . . . Only if we reach an internationa l
and equi tabl e partic ipati on by governments on international aid

can we hope successfu lly t o strive for the e liminati on of po liti c al conside rat ions . 3

Mu ltilat er alizat ion would also be a means of diminish i ng the dependence
of foreign aid pr ogr ams on the symp athies of particular administrations.

With a br oad er basis of supp ort, more money could be co llec ted, and on a
more stabl e basis .

1
Myrdal, ££cit., p . 128.
2
3

Ibid.
Ibid.
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Many are the problems involved in the institutionalization of the
international distribution of aid to the underdeveloped countries.

No

country is really re ady to think in terms of the interest of the world
community.

This is the trouble in all the international organizations

existing at the moment.

Foreign aid is voluntary and the various coun -

tries need to face a real necessity to accept placing the control of their
external development activities in the hands of international agencies.

Before examining further the problems involved in the internationalization of aid, it wou ld be useful to review the activities of the international orga nizations that are at the moment working in connection with

the development of Latin America.
United

~ations

Agencies

Within the fr amework of the United Nations, an important group of
financial institutions have been created to promote the economic growth

of the underdeveloped countries.

All of them have to report on their

activities to the United Nations Economic and Social Council.

national banks included in this group ar e :

The inter -

International Bank for

Reconstruction and Development, the International Finance Corporation,
and the International Deve l opment Association, all of which are separate
institutions. 1

International Bank for Reconstruction and Development (IBRD). · The
most important multilateral financial institution, the Int ernational Bank

for Reconstruction and Development (IBRD), was created along with th e
International Monet ary Fund, at the Bretton Woods, New Hampshir e, monetary

1
stephen Enke, Economics for Development (Englewood Cliffs, New Jersey,
1963), p . 492.
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and financial conference in July, 1944,

The first activities of the bank

were related mainly to the reconstruction of the countries destroyed by
Wor ld War II.

Later, it became more concerned with development programs.

The pr imary source of capital fo r the bank is the capital subscribed
by member countries, of which there are 74.

All 19 of the Latin American

republics ar e included in th e roster of memb ers .

The initial capital

subscribed was $10 billion, but it has been raised to approximately $30
billion in 1964.

Only 2 percent of the dues are paid in gold or United

States dollars; another 18 percent is paid in national currency;

The

remaining 80 percent is "on call," to be paid if needed, in local currency .
This guarantee - fund, fo r the moment, has never been used.

More emphasis is put by the Ba nk in acting as safeguard for the international private capital used in development programs than in the loans of

the government-subscribed capital .

The greater part of thes e private invest-

ments comesfrom countries other than the United States, while about one -

third of the total subscription is contributed by t he United States.
The Bank is governed pre tty much by the usual policies of private
investment banks.

1

The two condition s und er which loans ar e granted are:

(1) that th e project is for produc tive activities, and (2) that the pro -

jects have the guarantee of the national government.

Before giving the

loan, the Bank must verify that the plans of the project are sound, that
the borrower wil l be able to pay the interest, and that he is not able to
find the needed capital in the normal international markets.

It is the

objec t ive of the Bank to finance the projects that, because of high costs

1

unit ed Nations , The World Bank Group in the Americ as (New York,
1962), pp. 96-97 .
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and low returns- - i.e., projects concerning basic services, do not attract

private capital.

A second purpose is to develop a sound private industry

in the underdeveloped countries,

Loans are occasionally granted to private

enterprises, as happened in the cas e of the manufacture of paper in Chile.
The support of private enterprise is made difficult by the requirement of
government guarantee.

Governments , both for economic and political reasons,

do not like to get involved in the private sector; and private entrepreneurs
fear that the guarantee will incre as e the risk of government interference
in their activities.

The first development loans were given by IBRD to the Latin American
countries, and since its establishment, Latin America has received about

one-fifth of the Bank 's lending.

The figures of the loans given in Latin

America until the end of March, 1963 are reported in Table 6.
International Finance Corporation (IFC).

Almost all the countries

which are members of the IBRD ar e also members of the International
Finance Corporation.

The two banks have the same president and als o the

same executive director.

The IFC was est a blished in 1956 a s an independent

institution complementary to the IBRD.

Its purpose was to support direct

investment in productive private sectors of the developing countries that
did not need the guarantee of the government .
now around $96 million.

The capital of the IFC is

It makes investments in e quiti es and in l oans

with a fixed interest rate.

Often it has followed the practice of partic -

ipating in the profits of the borrowing firm .

The Latin American coun tries

received almost 70 percen t of the 45 l oans and investments made by the IFC
up to now.

1

1united Nations, The World Bank and IDA in the Americas, p. 99.
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TABLE 6

DEVELOPMENT LOANS IN THE AMERICAS
(in U. S. dollar equivalents)a

Amount

Country

Br az il
British Guiana
Chile

143,500,000
26 7' 0 71' 000
1,250,000
112' 154' 000

Co l ombia
Costa Ric a
Equador
El Sa l vador

270 , 105,000
25 , 800,000
45,000,000
35, 188 ,000

Guatemala
Haiti
Honduras
Mexico
Nicaragua

18,200,000
2,600,000
19,950,000
386,8 27, 000
38,100,000

Panama
Paraguay
Peru
Uruguay
Vene zue la

18,047,000
4,483,000
105,227,000
89,500,000
45,000,000

Argentina

Total

$

$1,6 51,508,000

aBank loans net of c anc e llations and refundings .
Source: United Nations, Th e World Bank Group
i n th~icas, ~cit., p. 1.
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The International Finance Corporation not only promotes the industrial

development of the underdeveloped countries by investing in productive
private enterprises, but also tries to improve the facilities of the local
capital market .

In fact, the IFC can buy blocks of shares if part or all

of them have not been purchased by other investors. 1

Both local and for-

eign investors can use the facilities granted by the institution.

However,

the IFC gives the necess ary credits only when the capital required is not
available on the normal capital market at reasonable terms.

IFC has the

duty to make sure that the investments are made by firms that will make a
productive contribution to the national economy and are mature enough to

fulfill their duties.

For this purpose, when the firm is just starting,

the participation of the IFC must be less than 50 percent, while after a
cert ain time of expansion the Bank can make more than half of the new
investments.
The IFC cannot invest in government- owned firms, but the government
can express its objec ti ons to the investments of the Bank.

In ord er to

make it sure that the local government does not have any opposition, IFC
informs such governments of all the proposed investments in its territ ory.

The investments of the Bank ar e under the same legal regulations set for
the other investors.

In some of its commitments, mainly in construction

materials, fertilizers, petrochemicals, and foo d processing, IFC was
joined by other financial inst itutions of the United States, Germany,

Italy, France, Belgium, and Swit zer land. 2

The following table (Table 7)

reports the Bank activities in the Lat in American countries until the

1
United Nations, The World Bank Group in the Americas (New York,
1963), p . 82.
2

Ibid.
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end of March, 1963.

TABLE 7
INTERNATIONAL FINANCE CORPORATION COMMITMENTS IN
LATIN AMERICA IN THE MIDDLE OF 1963
Country
Argentina
Brazil
Chil e
Colombia

Loan

$ 8,210,000
11,300,000
8,800,000
8,893,730

Costa Ric a
El Salvador
Guatemala
Jamaica

269,529
140,000
200,000
224,000

Mexico

7,422,158
7,313,290
3 ,500,000

Peru
Venezuela
Total

$56,272 , 707

Source: United Nations, The World Bank
Group~e Americas, complete p, 83.

Another activity undertaken by IFC t o help economic development is
fin ancing the oper ations of privately owned development corpor ati ons
ex isting in the Latin American countries.

These institutions are coming

into existence in many Latin American countries; the ir activities c an be
very important in coordinating the investments of private ent erprises

and do not present the risks involved in highly bureaucratic mechanisms
In spi t e of the smal l sc al e on which it is operating, the Inter,
national Finance Corporation is developing an i mportant r ole in the

support of the private sector in Latin America .
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International Development Association (IDA).

As previously noted,

th e demand for capi tal in Latin America has been increasing more rapidly
than the supply of capital in the international market.

The strict pol-

icies of the IBRD are not sufficient to provide the development countries
with the necessary funds for development projects.

For this reason, it

was considered necessary to establish a new international financial insti-

tution in September of 1960.
shares members and staff.

The new bank is an affiliate of IBRD, and

The International Development Bank has a

capi tal of around $100 million, with the initial subscription made on the
basis of the subscription to IBRD.

Consequently, the United States shares

the greatest part of the financial burden,

The voting power in the

Association is proportioned to the subscriptions.

Almost all the members

of IBRD are members of IDA, amounting to a total of 71 countries in
December, 1962. 1
The member countries are divided into two groups:
countries, and (2) developing countries.

(1) advanced

The countries of the first

group make an initial payment of 23 percent and the rest in four annual
installments.

All of them are convertible funds, while the countries of

the second group make their contributions on the same basis; but only
10 pe·r cent of their payments is convertible.

The rest is paid in national

currency and cannot be used without the consent of the contributing country
for development projects. 2

In this framework, the countries contribute

to the economic growth of the underdeveloped countries that are eligible
for credit .

All of the Latin American countries ar e part of Group II of IDA.

11£.!:.9..
2

Enke, ££· £11., p. 494.
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The purpose of IDA is to provide loans on a more liberal basis, but
still using th e experience of the IBRD and its staff .

Several times, as

in the operations undertaken by the Bank in Chile, Co l ombia, and Costa
Rica, IDA worked jointly with IBRD, 1

The development credits were given

for 50 years without interest, and payments for amortization are required

only after a period of ten ye ars.

The countries will have to pay back

1 percent of the loan in ten ye ars annually, and 3 percent of the total
in 30 years.

IDA is as carefu l as IBRD on the soundness of the projects

that are assisted. 2

The following tabl e, Table 8, presents the amount

of the IDA credits given to the Latin American countries to the middle
of 1963.
TABLE 8
IDA CREDITS IN THE LATIN AMERICAN COUNTRIES
TO THE END OF MARCH 1963
Country
Argen tina
Brazil
Chile
Colombia
Costa Rica
Ecuador
El Salvador
Guatemala
Haiti
Honduras

Credits

$19,000,000
19,500,000
5,500,000
8,000,000
350,000
9,000,000

Mexico

Nic aragua
Panama
Paraguay
Peru
Uruguay
Venezuela

3,000,000
6,000,000

Source: United Nations, The World Bank
Group in the Americas (New York, 1963), p . 1.
1
united Na tions, The Horld Bank Group in the Americas, £P.· cit. , p. 80.
2Un i t ed Nations, The World Bank and IDA in the Americas, £P.· ci t . , p. 103.
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Almost all of the IDA credits (around 90 percent) are devoted to
e l ectric power and transportation facilities.

In fact, it is rightly

believed that these services will provide a powerful stimu lus to commerce,
indu s tr i alization, and agricultural devel opment.

Highway programs and

the construc tion and modernization of railroads has been one of the main
activities of IDA, as the c r e dits to Brazil, Colombia, Mexico, and Peru

sh ow .

In September of 1962, the International Deve lopment Bank made a

l oan of $3 million to Nicaragua to supply the capital city with water. 1
Specialized Agencies of the United Nations.

It is also important

to mention the activit ies of the United Nations specialized agenci es in

Latin America.

These a genc ies, along with the ones already discuss ed,

ar e as suming an import ant role in the Unit ed Nations Development Decade

Progr am.

The goal of this progr am is to achi eve , by the end of 1970, a

5 percent annual increas e in the national income of the underdeveloped
countries .

Among the United Nations agencies that will contribute to

this goal are:

the Specia l United Nations Fund fo r Economic Developmen t

(SUNFED), Food and Agricu l ture Organization (FAD), World Health Organization (WHO), and the Internationa l Labor Organization (ILO) .
Th e Special Fund was estab l ished in 1959 with the purpose of increasing
th e productive capacity of the underdeveloped countr i es by demonstrating
where investments were advisable and of creating new, favorable conditions

for it. 2

"The Specia l Fund does this by assisting governments of l ow

income countries to make pre-inves tment surveys of their natural r esou rces

1united Nations, The Wor ld Bank Group in th e Americas, pp. 2- 3.
2united Nations, Target:
1963), p . 6 .

An Expanding World Economy (New York,
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and to estab li sh and strengthen national training, educationa l and applied
resear ch programs . " 1

Be tween 1959 and January 1963, the Special Fund had

approved 77 projects for the Latin American area. 2 The activities of this
institution are essen tial to develop human resources and create the pre-

conditions for self - sustained gr owth.
The particu lar concern of the Food and Agriculture Organization is
to help in finding a proper balance between agricultural and industrial
growth .

As indicated elsewhere in the thesis, this is one of the most

delicate problems in economic development.

FAO also assists with the

stabilization of the economies of th e underdeveloped countries by dealing
with the problems arising from the exc essive fluctuations of prices of
agricultural products, the contro l over consumption, and surplus disposa1. 3

Very important als o is the role of the organization in the field of tech nical assistanc e for agricultural activiti es.

In Latin America, the Food and Agriculture Organization has undertaken many projects, of which Table 9 gives exampl es .

FAO is cooperating

closely with the World Health Organization to improve the health conditions
of the people of the underdeveloped countries.

Committees of experts in

nutrition ar e studying food needs to determine if the food supply of the
country is sufficient, 4

The main goal of WHO is the development of public

1 Ibid., p . 7.
2

Ibid., p. 8.

3Robert E. Asher, W. M. Kottschnig, W. A. Brown, The United Nations
and Economic and Soci al Cooperation (Washington, D. C., 1957), p. 233 .
4 Ibid., p. 323.
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TABLE 9
PROJECTS UNDERTA.'<EN B"l THE FOOD AND AGRICULTJRE ORGAJ.'liZATION
IN ARGENTINA, BOLIVIA ) AND BRAZIL
FROM MAY 1959 TO JANUARY 1963

Country

Date
approved

Pr o ject

Argentina

Cost of
project'''

1960

$1,009,800

1961

1,155,100

Study of land reclamation
of the Viedma Valley

1962

1,385,600

Agricultural Training,

1959

489,000

Survey of the San Francisco
River Basin

1959

1,117,880

National Forestry School

1961

2,241,100

A study on nutritional
diseases and deficiencies

in cattle
Forestry and watershed
management training
institute--Buenos Aires

Bolivia

Faculty of Agriculture,
Cochabamba
Brazil

Vicosa

In U. S. dollars
Source:
£~'.·cit.,

Un ited Nations, Target:

An Expanding World Economy,

p. 32 1

health services.

The organization tries to accomplish its purpose through

various act ivities:

(l) assisting the governments in preparing l ong-term

national plans for health; (2) establishing demonstration areas in which
international and nati onal personnel work together; and (3) educating the
people on health problems. 1

1

Ibid., p. 321.
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Among the projects undertaken by WHO in Latin America, one of partieular interest

is the Institute of Occupational Health and Air Pollution

Resear ch in Santia go, Chile, estab lished in May, 1962. 1
One of the oldest international agenci es, the International Labor
Organization was founded in 1919 .
vention of unemployment .

The main purpose of ILO is the pre-

As we have seen, the problem of unempl oymen t

is acut e in all the Latin American countries and is one of the main causes

of social instability.

ILO is far from being abl e to resolve th e problems,

but it has developed such us eful subsidiary activities as:

Organization

of the labor market, vocational training, a nd migration guidanc e .

Through

int erna tional conventions and conferences, ILO has been able t o spread
some successfu l techniques, us e d in the advanc e d countries , to the under-

developed world.

This activity is particularly important in Latin Amer ica

where the labor problems are quite bitter.

Instructor training centers

have bee n estab lished in Chil e , Argentina, Colombia, and many other countrie s in the region. 2

Inter-American Development Bank (IDB)
The Inter-American Development Bank was l ega lly created on January 1,
1960 to furn ish Latin America with a regional financial institution.
works within the framework of the Organ ization of American States.

It

Member

countries are the 19 Latin American countries and the United States.

The capital of the Bank con sists of $850 million, of which $400
million are deposited and $450 million are "callable. •3 Table 10 presen ts

1
Unit ed Nations, Targe t,££· cit., p. 33.

3 11 Int e rnational Economic Organizations, 11 University of Padua, mimeo-

graphed notes f rom class, 1962 - 63.
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the sums paid by some Latin American countries to this Dank ,

The various

contributions are fixed on the basis of the respective country:s Gross

National Product.

The funds are paid 50 percent in dollars or gold, and

TABLE 10
CONTRIBUTIONS OF CERTAIN MEMBER COUNTRIES
TO THE INTER-AMERICAN DEVELOPMENT BANK
Country
United States

Amount to IDB
(in millions)

Percent

Fund fo r special
operations(mil . )

Percent

$350

41.2

100.0

66 , 6

Argentina

103

12 , 1

10.3

6.9

Brazil

103

12 .1

10.3

6.9

Mexico

66

7.8

6.6

4.3

Venezuela

55

6.5

5,5

3.6

Chile

28

3.3

2.8

1.9

Colombia

28

3.3

2.8

1.9

Peru

14

1.6

1.3

0, 9

Source:

Mimeographed notes from a class in International Economic

Organizations, University of Padua, 1962-63, p. 27 .

the rest in local currency .

Acting very much like the Int e rnational Bank

for Reconstruction and Development, the IDB grants loans to the governments
and private en t erprises in Latin America for specific projects that have

to be examined first by the Board of Directors .

The projects must be of

a "productive" nature; the Bank cannot give loans for the solution of

financial problems deriving from balance of payments problems.
With the Bank was created the Fund for Special Operations .

The

capital of the Fund is $150 million, which must be used for operat ions
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that, because of low returns, cannot be undertaken by the Bank itself.
It works e specially for the countries that, due to a particularly difficult monetary situation, find it difficult to get sufficient credits on
the usual capital market.
One of the most important aspects of IDB is the technical assistance
program, which it provides to governments and private enterprises.

Assist -

ance is given in preparing the projects and in training the necessary

number of people.

From its origin to the beginning of 1961, the Bank had

alr e ady g ive n loans amounting to $65 million.
The fact that it is the only regional bank in Latin America makes
the activities of IDB particularly important for the development of the
area. 1

The staff of the Bank is well acquainted with the problems of

the different countries, and it is easier for the governments and local
entrepreneurs to get the necessary loans from a regional institution than
from broader organ i zati ons .

The importance of the Inter-American Develop-

ment Bank has grown after the Charter of Punta del Este.

It is used by

the Alliance for Progress as one of the main mechanisms in reaching the

goals of the program.
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CHAPTER VI
THE LATIN AMERICAN FREE TRADE ASSOCIATION

Origin of Latin American Economic Integration

For historical reasons, the Latin American countries have always
tended to unite in various kinds of associations.

But for some charac -

teristics of the region, such as lack of communications and political

stability, none of these attempts has been successful ,

Usual l y the push

toward unification was not represented by common economic needs r

Very

often the Latin American countries did not know enough about each other
to realize the extent of their common problems.

In general, the economies

of the nineteen nations depended on foreign powers, both before and after
independence.

Among the various things produced by World War II, the most notable
was the formation of the United Nations.

Within the framework of that

institution, an organization was created for the purpose of studying the
particular problems of La tin America.

for Latin America (ECLA) . 1

This was the Economic Commission

Never before had there been felt the necessity

of systematic research t o help with the understanding of the problems of
the continent.

For the first time, statistics on the national economies

111 ECLA is one of the four regiona l economic corrnnissions established
by the Economic and Social Council of the United Nations. The other
three ar e : The Economic Commission for Europe, The Economic Commission
for Asia and the Far East, and The Economic Conmission for Africa . Part

of ECLA are the twenty Latin Americafi States, the United States, France,
Holland, and the United Kingdom." Nacional Financiera S. A. , "La
Comision Econornica para la America Latina , " Mercado de Va l ores, XXI,

Mexico, 1961, p. 535.
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of the Latin American countries were presented.
The idea of regional economic integration was concretely presented

for the first time at the Sixth Conference of ECLA in 1955.

On that

occasion, a trade committee was created that asked the Commission to

appoint two groups of experts :

one to work in the central banks of the

Latin American countries, and the other "to project the possible structure
of a regional marke t."

1

The two agr eements were passed at the Seventh

Conference of ECLA (May, 1957); and since then, the idea of economic
integration became more and more popular in public opinion.

Of course, before these official steps, there had been numerous
studies (by ECLA) on the possibilities of integration.

The

fi~st

w&s the

Economic Study for 1949, which pointed out the necessity of economic cooperation at the regional level , among the Latin American countries. 2

The

reasons in favor of integration became ever stronger and more insistent.
Even if it is difficult to abstract some of them from the complex situation
of the Latin American countries, it is possible to indicate the most important
ones --all of which, of course, are inter-related.
1.

"Natural" desire fo r deve lopmen t

2.

Th e economic integration of Europe

3.

De teri oration of the terms of trade

4.

Necessity of industriali zati on

5.

Necessary exp ansion of the market

1 Banco Nacional de Commercia Exterior, La Intergraci o n Economica
Latina-americana, Mexico DF, 1963, p. l p

2A. Crespo, Basic Concepts Relating to Latin American Free Trade
Association, Lecture at the Annual Convention Bar, Chandl er, Arizona,
1964' p . 5.
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Natural Desire for Development,

The present world now refuses to

accept the idea that some peop l e must live in conditions that are below
the level of "d ecency. "

Sometimes, peo pl e lack freedom, education, and

an adequate per capi ta income.

The recent Geneva Conference (start ed in

the spring of 1964) on development a nd trade demonstrated that most coun tries are determined to find the way for moving f r om the stage of " under developed ."

The Latin American count r ies are sharing thi s effort.

For our purposes, it is import a nt to recognize that these count ries
have come to realize that they must approach this common task in concert.
For the first time, the Latin republics have begun to look at each other
for mutual assistance.

Victor Ur qu idi said;

" If the idea of a corrnnon

market would have been named 'C ommon Development of Latin America,' it
would have been more understood. 111

In Latin Americ a, Dr. Urquidi a l so

says, there a re traditiona l obst acles to integration.
The tragi c truth is that, in spite of th e modern ways of communication a nd the necessity of p ol itical unity, the inhabitan t s
of th i s region almost do not know each other. Each Latin American
people develops with little understanding of the characteristics
and problems of the others . . . . the countries compete with each
other to show their s uperio rit y in this or that ma t ter . . . .
A Latin American country fe ars more the competition of a product
coming from a nother La tin Ame ri c an count ry t han from the United
States, Japan, or Europe. I f it were not fo r this, the proposals
for a regional liber at ion of trade wo uld not be accepted with
so many reservations .2
The effor t toward economic integration represents an important cha nge
in the policies for nat ional development in Lati n Americ a.

In this new

1
vict or L, Urquid i , El Mercado Comun y el Desarollo Economico
Nacional, Lecture, Mexico D. F., November 3, 1959, p . 4 .
2
urquidi, 11 Progresera el Mercado Comun Latinoamericano? '' Integracion
Economica Latino Americana , p . 90 .
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itinerary , every country must take into consideration the effect that the
development will have on the others, in order to progress.

In doing so,

they will get some reciprocal benefits that will be of special importance
fo r th e smaller countries .

Without a broader cooperation among them-

selves, the Latin American countr ies will not be able t o shar e the social
and economic evolution that is taking place in our times .
The per capita income of Latin America, the most important measure
of economic d eve lopment, has tended to decline in recent ye ar s.

This is

becau se the raise in Gross National Product is not k eeping pace with the

grow th of population .
zation.

One of the solutions to the problem is industriali-

It wuuld, irt f act, all ow a higher rate of productiv i ty ar1d, at

the same time, a reduction of imports of manufactured goods.

Of course,

it is related to the solution of some important structural problems, as
in the c as e of manufactured a gricultural products .
This means to resolve at the s ame time the problems of land
t enur e , rura l education, extension of credit to agriculture,
expe rimentation with modern technology, as well as production

problems alone.l
These reforms are not only preconditions of industrialization, but also
among the most important effects of it.

If economic integration is to

be successful in bringing int o the region economic developme nt, it may
provide the basis for a "take-of£ 11 into self-sustaining growth. 2
The Economic Integration of

Europe ~

The economic integration of

Europe had some negative effects on the economies of Latin American coun-

1urquidi, El Merc ado Comun y el Desaroll o Economico Nacional,

££·

c it . ,

p. 2.

2
Walt Whitman Rostow, The Stages of Economic Growth:
Manifesto (Cambridge, Mass ac huse tts, 1960), p. 15.

A Non- Communist
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tries .

The imports from Latin America to Europe decreased substantially

in f avor of the African countries ,
created a special condition of

11

In fact, the Treaty of Rome in 1958

associate territories 11 for the African

countries that have colonial ties with the members of the European
Community (OEEC) ,

For these territories a special development fund is

created, financed by the six member countries. 1
Lat in American goods which are victims of discriminati on are
coffee, cotton, and sugar.

It has been noticed that for every decrease

of exports of these goods from Latin America, there has been a corresponding increase of exports from the African countries to Europe.
Earopeun capi tal started ta flow to the
Latin America .

Af~i~an

couatries

Also,

~n3tead

of to

Latin Americ a reacted to these adverse facts by increasing

the effort toward regional economic integration.

The project of the Latin American common market,
is by
no means a copy or an imitation of the European Common Market ~
Our first ideas on the matter were truly originated by the
evolution of the Latin American situati on before th e realization
of a common market in Europe was thought possible.2
Nevertheless, it is certain that the fe ar of the economic repercussions
of the European integration pushed the Latin American countries to study

their common problems and to try to resolve them by a common effort.
After the signing of the Treaty of Rome, the General Secretar y of
the Organization of the American States (OAS) pub li shed a report on the
possible consequences of European integration on the economies of Latin
America.

In 1959, notes of protest were sent to the member countries of

lThe EEC member countries are : Belgium, France, Italy, Luxembourg,
Netherlands, and the Federal Republic of Germany .
2Raul Pre bisch,
Economica, p. 11 5.

11

El Mercado Comun Latinoamericano, , Integracio~
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EEC by Argentina, a nd later by Brazil, Chile, Costa Ric a, Cuba , Ecuador,
El Salvador , Honduras, Paraguay, and Venezue la.

Each of them protested

against the discriminat or y European tari ffs. 1
In addition to tariff discriminati on on t heir products, La t in American
economies have suffered other negative effects from European Common Market
activities:

(1) The economic deve l opmen t of t he Afric an countries, backed by
the "Six, 11 improves the African ability to compete in the
international market with Lati n Ame r ic an goods .

(2) The rise in the output of European agricultur e , due to the
use cf

i~p~oved

technQlogy ,

~egatively

influences the demand

for products from the t emperat e ar eas of Latin America .

(3) The t echno l ogic al pro gress of European industry makes it
possible to sub stitut e European-produc ed synthetic products
for Latin American primary products.
The few posi tive effects of Eur opean integrati on on Lat in Ame r ic a cannot

compens a te for the negative ones .

In f a c t, the benefits of the higher

efficiency of European industry will be enjoyed in Europe and spr ead
only through mar ginal reduction on the pric es of ma nufactur ed goods in
Latin Americ a .

In this si tuation, Latin Ame rican countries have a great er

chance of re aching compe nsating agreements with EEC i f they act as a solid
block .

The bargaining power of all acting together will be gr ea t er than

t hat of a single country .

I nd eed, the same necessity of neutrali z i ng

the negative inf luences of EEC discrimination pushed the other European

111 La Economi a Latinoamericana y el Herc amun Europeo, 11 La Integracion

Economica, p. 803-6.
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countries to form a free trade area--"the outer

Deterioration of the Terms of Trade.

Seven ~ "

The need to change the

traditional pattern of the Latin American international trade has become

more evident in the past few years .

All the countries of the region find

it increasingly difficult to finance their necessary imports of manu--

factured goods with exports of primary products.
prices of the two is, in fac t, "deteri orating. "

The rate between the
In the last years, there

has been, in the international market, a strong tend e ncy for prices of

manufactured goods to raise while the price of primary goods tends to
decre as e. 1

As traditionally the manufactured goods ar e produced in the

developed count:::-ies and the ra,;v materialf; in th e underdeveloped onef;,

this tendency has widened the gap between the two.
The United Nations recently sponsored in Geneva a World Conf e r ence
on Trade and Development to examine the situation and try to guarantee
the necessary mechanisms to resolve the problems involved in it . 2

The

conference is part of the activities undertaken by the United Nations

1For fur t her information on the theoretical controversy on the sub-

ject .see : Gunnar Myrdal, Rich Lands and Poor, Road to World Prosperity
(New York, Harper, 195 7), pp. 52-53. United Nations, The Economic Develop··
ment of Latin America and Its Principal Problems (New York, Harper, 1963),
pp . 40-63. Walt Whitman Rostow, "The Terms of Trade in Theory and Practice,"
Economic History Review, V, III, pp. 1-20. Maynard Keynes, "Reply to Sir
Wi lliam Beveridge," Economic Journal, (December, 1923), 476-488. W. A.
Lewis, Economic Development with Unlimited Supplies of Labor (Manchester
School of Economic and Social Studies, 1954), pp . 183-184. Raul Prebisch,
"Corrunercial Policy in Underdeveloped Countries," American Economic Review,

Papers and Proceedings,(l1ay, 1959), 261-264. M. J . Flanders, "Prebisch
on Protectionism, An Evaluation," The Economic Journal, LXXIV ( June, 1964),
30-45.
2 rsaiah Frank, "Issues before the U ~ N. Conference, rr Foreign Affairs,

XLII, 210.
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for the so-called "development decade."

At the conference it was confirmed

that the international trade system, as it is now structured, is a cause

of inequality among the countries of the world.

The distribution of the

benefits deriving from trade is not proportionally equal for all the
participant s in the market.
Indeed, trade has been the qulk of th e economic international
cooperation from ancient times, and trade has t o become one
of the main tools for the economic development of the less
developed countries, instead of continuing to be one of the
means to make the rich countries richer,l
This negative tendency of the international market has been particularly
damaging for the economies of the underdeveloped countries, because it

affected them at the very time they were starting their way to development.
The causes are various of the deterioration of the terms of trade.

One of them is that th e rate of grow th of the world demand of manufactured
goods ha s been higher than the on e for primary goods.

Some of the reasons

for this phenomenon ar e:

(1)

The restrictive trade measures taken by some developed countries .

(2)

The increase in competition fo r some primary products, due to
special commercial po licies regarding surpluses coming from
mor e developed countries.

(3)

The production of

syn th e tic~

that c an be us ed as subst itut es

for some of the primary products coming from the underdeveloped
countries.

According t o the General Secre tary of the Geneva Conference, the
"trade gap" produced by these tendencies reduced almost to zero the

1Qu o ted by the Genera l Secretary of the United Nations, U, Thant,
in his speech at the Geneva Conference, ''El Comerci o como instrumento
real de pr ogreso," Comercio Exterior, Mexico, D. F., Apri l , 1964, p. 5.
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results of the international coopera t ion for the economi c development

of La tin America.
We have to recogn iz e that a serious effort ha s been made to
try to incre as e the possibilities of the underdeve loped coun tries in the framework of some initiatives taken by the United
Nations, .
. but this ought not t o be a reason for satisfaction, for, at t he same time, the deter i orati on of the t e rms
of trade wa s dissipating the benefic ial effects of the financial
a id received by the developing countries in 1962.
The negative effec t of international trad e on the Latin American countries
during the pa st few ye ar s has amount ed to about $10 mil l ion.2

This

realization has strengthened th e moves t oward regional cooperation.

In

the prepar a tory meeting of the Geneva Conference , the repr esentatives

of the nineteen repub l ics showed a fairly united block:
For the firs t time the id ea has been f ull y accepted to make
a common Latin Amer ic an front as a nece ssary preliminary t o
the reso lu tion of the external obst;acles that are slowing
down the development of the region.3
Neces sity of Industrialization .

As pr eviously indicat ed, Lat i n

America ha s one of the highest rates of population growth.
supply of l a bor is steadily inc r e asing.

Thu s , the

This wou ld perm it a high rate

of economic growth i f it we r e possible to empl oy all of this exp and ing
labor fo r ce.

But this is a difficult matt er, since these countries stil l

have, basic ally, agricu ltur al economi es .

The population of Latin America was in 1955, 175 million
people, and it is expec t ed t o increas e mor e than 100 milli on
by 19 75. Of this growth, there will be an incre as e of th e

1 Raul Prebisch, "Los Problemas de e l Commercia Mundial y sus possibles Sol uciones , 11 Comerci o Exterior, .£E.· ..s!!_., p. 6 .
2Pl a cido Reynoso, "Mexico y la Conferencia Mundial de Commer cia y
Desar ollo," Politica, I I (April 15, 1964), 22 .
3

I bid .
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active population of almost 18 million people . If the tendencies of the pas t years continue, only 5 mil li on of this
considerable increase in potential workers will be absorbed
in agricultural activities . Thirty-three million people
Jill be left over who wi ll have t o find jobs in other
activities . l
Until it is possible to employ the growing employable population, it
will be difficult to increase per capit a incomes ,

Basic reforms are needed in the a gricultural systems of many of the
Latin American countries .

used.

Traditional and unproductive methods are still

But the necessary reforms have to be supported by industrialization .
Only in industry and the other activiti es connected will they
be able to absorb gradually and with increasing productivity
the la~or force that agriculture does not need . The problem
of agrarian reform cannot be resolved apart from the problem
of general development , The more agricultural techno logy is
improved, the more ind~stry will have to increase in order to
demand the agricultural products without deteriorating prices,
and to absorb the surplus labor .2
The mode rnization of agriculture is obvious l y very closely related

to the growth of industrial i zat ion ,

If there ar e not sufficient emp l oy -

ment possibilities in industry, and the supply of labor is consequently
excess ive, then it is not productive to substitute men with machinery ,

In f a ct, there a re on l y ve r y few tasks in a gricu ltur e which are better
done by a machine than by a man. 3

Even in the few Latin American countries

where there has been a high rate of gr owt h in industry, it has not been
possible to absorb the surplus labor in agricultur e.

When unemp l oyment

is accomp a nied by urbanization, the masses of chronic all y poor in the
1ECLA, "Bases de un Mercado Regional Lat inoarnericano ," Integr acion
Economica, p. 1.

2Raul Prebisch , "Los Obstaculos Estructurales y la politica Internacional," Integracion Economica, p . 309
3 J Powelson, Lecture on Latin American Economy, Mexico, D. F.,
Universidad Las Americas, May, 1964 . (Unpublished)
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cities will be the prime targe t of poli ticdl agitators.
The high rate of industrial growth necessary t o absorb the increase
in the active population will be very difficult with the traditional
production of raw materials.

For an increase in industrial activities

will make possibl e a reduction in imports, as well as an increa se in
exports.

By substituting locally - produced manufactured goods for imports

(by gradually starting from the ones that do not require a very el aborate
technology), the Latin American countries can save precious foreign ex change that can be used for importing the capital goods necess ary for a
more modern industry ,
11

This is a necessity felt by all the 19 republics.

lnformat ion re ceived from various Latin American countries indicates

that all of them, although at different rates, ar e struggling toward
import substitution , " 1
Necess ary Expan sion of the Market .

The process of industri al iz ati on

will be particularly difficult if the Latin American countries insist on
keeping their traditional structure of close compartments.

It wi ll be

impossible to produce goods subject to economies of scale.

Problems i n

this sense ar e already felt by countries that have already re ached a more
sophisticated level of industrialization, such as Mexico, Argentina , and
Brazil.

The demand for manufactured goods is increasing rapidly, but

the expansion of industrial plants is s trangulated by the si ze of national
markets.
The limit to import substitution is determined by the si ze of
the individual market in e ach country. Mexico , for example ,
has nearly completed the development of its industrial pl ant

1A. Crespo,££ · ~ . , p , 3.
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and e quipment and has considerable problems of unused capacity
in some industries,!

The goal of Latin American integration is not limit ed to an improvement of the present trade .

It is the potential trade that will permit

the revolution of the present traditional economies ,

The trade of goods

produc ed by a more advanced industry is the r eal opportunity offered by
regional economic integrati on . 2

When Latin American countries are able

to reach the level of technology required by a more advanced industry,
they will not only save capital by reducing imports, but they will also
recover some of the national capital that has "flown " abroad to more

stable countries ,

Thus will conf idence in the possibilities of the new

industrializati on expand .

Moreover, there will also be important changes

in the capital market1
Not the least of the problems of industrialization in Latin
American countries is the reluctance of the owners of private
savings t o go int o untried industri al activities. . .
The
risk-premium in manufacturing, in spite of protection, is

judged to be high, so that a substantial return on capital is
expected . . . . Market issues of s t ock to r ais e capital are
rare, and most industrial enterprises are tightly held among
friends and relatives . But all of this is changing as alt ernative investments in real est ate , for instance, become less

profitable,3
In this way, Latin America will become less economically dependent
on th e more developed countries that have been for too long a time the
primary source of capital.

This situation made the region always vul-

nerable to movements of the international capital market.

It is not

1 Ibid.

2Prebisch, "El Mercado Comun Latinoamericano," p. 70 .
3

urquidi,

11

Two Years of Allia nce for Progress," Inter-American

Economic Affairs, XVIII (Spring, 1964), 33,
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true that the problem of the industrialization of the ar ea can be resolved
only by foreign investment.

As Raul Prebisch writes<

"Foreign ca pital

would be useful to cooper ate in the production of goods, but it will not
dismiss us from the necessity of sharing the effort. .,l
This brings additi onal force to bear on th e request on the par t of
the underdeveloped countries for cooperation rather than for aid.

Even

i f the industrialized countries could give to Latin America all the
financial aid necessary for its development, after ten years the balance
of payments of the 19 republics will have enormous problems to resolve
in order to pay it back, 2

They have to resolve their problems mainly

by themselves, and clearly LAFTA is one way to do it.
The Treaty of Montevideo
Antecedents.

In Montevideo , Republic of Uruguay, February 18 , 1960,

a tr e aty was signed by government representatives which estab lished a
free trade a rea and instituted a free trade association among some of the
Latin American countries.

The term "area" refers to the combined terri ..

tories of the signing countries;

Argentina , Braz il, Co l ombia, Chi l e ,

Ecuad or, Mexico, Paraguay, Peru, and Uruguay.

The treaty is the fina l step of numerous negoti ati ons among the
economic exper ts of th e countries as promoted by ECLA .

It was no t e asy

to re a ch an agreement among the delegates on what exact l y they want ed
in th e treaty and the best legal structure to make it effective.

The

ma in problem was that some of the economists wan ted to cre at e a broader

1Prebisch, ££

£i!,, pp . 66 -6 7.

2Placido C. Reynoso, "El Mercado Comun Latinamericano ," In t e gr acion

Economica, p. 108.
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economic integration in the form of a common market.

On the contrary,

others were interested only in the enlargement of the trade already
existing among the parti cip ating countries.

It should be noted that, in spite of the common opinion to the
contrary, there exists a profound difference between a free trade area

and a common market ,

The first kind of association means only that the

contracting parties will eliminate the obstacles to intra-regional trade.
A common market, besides estab l ishing a free trade area, also institutes
a common tarif f f or the third countries and a gradual coordination of
the economic policies of the participants .

A free trade area leaves

untouched the economic sovereignty of the participating countries.
In the various conferences preceding the final one at Montevideo,

there existed this split among the delegates.

Some of them, particularly

the republics to the south, considered that the expansion of the market
would be sufficient means of resolving the problems of the r eg ion, con-

sidering trade to be the principal instrument for the welfare of the
national economiest

desirable .

Others considered a more integrated economic union

The treaty of Montevideo is the compromise on which the two

different currents of opinion met. 1

Now, a fr ee trade area is not necessarily the first step toward the
creation of a common market .

This was not true, for instance, of the

European Free Trade Association, which was created by countries that
opposed the idea of a common market in Europe.

In the same way, the

Treaty of Montevideo, which set some formulas that wi ll help the formati on of a broader "economic complementarity," wi ll not automatically

1Miguel S . Wionc z eck, "La zona de libr e Cormnercio no es un Mercado
Comun, 11 La Integracion Econornica, p " 191.
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bring into being a Latin American common market ,
reaching more advanced integrati on

~ve

The difficulti e s of

been demonstrated by the European

Common Market which , a fter having resolved the initial economic problems,
is now struggling to integrate the economic policies of th e members .
di ~ ficult

For the Latin American countries , it would be even more

to

create this more sophistic ated integra ti on ,

Before the Treaty of Montevideo was signed, other a tt empts had been
made to reach an agreement among the government representatives.

The

first pr o ject was presented by Argentina, Brazil, Chile , and Uruguay ,
These sout hern rep ublics wanted on ly an enlarg ement of the market.

On

the con t rary, a conference had be en held in Mexico in 1958 which outlined
th e possible structure of a Latin American common market.

Due to t he

general good will and c o operation among the two groups of econom is ts and
government officials, the two opposed projects were amalgamated and a new

pr o j ec t was presented in Lima, Peru, in July of 1959 ,

In this project

participat ed t he fou r mentioned countries, plus Bolivia, Paraguay, and

Pe ru .

The last st ep before the signature of the final treaty was the

conference held in Montevideo on September 30, 1959 .

The proj e ct was

almost complete, but some c ountries asked for more time to decide
that occasion, Mexico and Venezuela were only observers .

1

On

However, Mexico

is among the contracting countries of the f inal tre at y.

Purp oses.

The introduction t o the treaty clearly points ou t that

LAFTA is considered a necessary t oo l fo r the devel opment of the re gion ,
Persuaded that the expansion of her present national marke ts

through the gr adual e limination of barriers of intraregional
trad e is a pre r equisite if th e Latin American countries are
to ac celerate their economic development process in such a

way as to insure a higher level of living for their peoples . 1
lTreaty of Mon tevideo, Introduction, second paragraph .
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It is important to examine the t ool s forged by the Tr eaty to ach ieve
this fund amental goal.

They cons titute the legal framework within which

t he economic forces acting in the region will play.
The purpose of the gradual e l iminati on of duties and restrictions
of trade prescribed under Article 3, i s to be reached through the presentation of national lists of products that the countries will provide
each ye ar.

The governments commit themselves t o a reduction of 8 percent

in the duties on the products of the list ,

The lists for the first three

years ml\st include 25 percent of the country ' s t rade, 50 percent a fter
six years , and "substantially all of such trade during the fourth threeyear period."

(Articles 4 , 5, 6 , 7)

In this way the Treaty leaves t o

the country the freedom to choose the products convenient for them, but

at the same time guar ant ee s that the final purpose of the association ,
the liberation of trade, is achieved.

One of the keystones of the trea t y is the principle of reciprocity-all concessions must be made with reciprocal advantage t o all the countries .
No discrimination of any sort can exist within the area--only toward third
countries .

Of course, some exceptions ar e included, in or de r not to make

the Treaty mech anism t oo rigid.

The most imp ortant exception to the prin-

ciple of reciprocity is the one regarding the less deve l oped countries of
t he a rea.

Article 32, Chapter VIII, provides more f avor a ble conditions

for the reduction of duties, charge s, and o the r re s t r i c t ions , but they
have to be "especially agreed up on ."

This exception is necessary if the

Tre aty is t o be a tool of balanced development.

It is important that th e

new structure of trade avoid the risk of widening the differences already
existing among the most industrialized countries and the less developed

ones .

This wi ll be one of the mos t diffic ult tests of LAFTA s ince, as
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Myrdal has pointed out , there is a natural tendency in the underdeveloped
countries toward regional differences. 1

The Montevideo Tre aty dedicates

the whole of Chapter VIII to the "measures in favor of the countries at
a r elatively l ess advanced stage of economic development."

These measures

are even more necessary, considering that one of the main goals of LAFTA

is to include all the Latin American republics.
Central American Economic Integration

The Central American Common Market is th e sec ond market agreement
exis ting at the moment in Latin America .

Both LAFTA and the Central

American Common Market are l ong-rur measures for the devel opment of
the region 1

Neither is the kind of stop-gap, hurried measure so often used
in the underdeveloped countries for the correction of a temporary
but recurrent crisis.
Inst ead , the two trading arrangements
constitute an integral part of Latin America's long-run effo rts
to further development on the basis, to the greatest extent pos-

sib l e, of self-help , 2
The small size of the republics in Central America (from Mex ico to Panama )
has been always given impetus to the push for unification.
agreement is the four-year-old economic c ooperation program ,
tracting parties ar e Costa Rica, El Salvador,

Gu~temala,

The most recent
The con-

Honduras, and

Nicaragua; these fo rmed the old Federal Republic of Central America of
1824.

The treaty of the Central American Economic Integrati on was signed

in Dec ember 1960, with Costa Rica joining a little later ,
Because of the small size of the countries, the marke t resulting

from the unification is still smaller than that of Colombia ,

As else-

1Gunnar Myrdal , Economic Theory a nd Underdeveloped Regions (London,
1957) , Chapter III ,
2Joseph C. Mi ll, "Developmen t Polic y and Regional Trading Arrangements;
The Case of Latin America," Mexico, 196 2. United Nations Report,
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where in Latin America, there is also in the region a population growth
among the highe st in the Western Hemisphere .
the countries i s very small.

It was estimated at only 37 million in 1961,

which was onl y 5 percent of the total trade . 1
was very

r e tard e ~

Moreove r, the trade among

Finally, i ndustrialization

as the size of the market did not all ow th e u se of

modern technol ogy and the in stallation of large power plants.
The final tre aty is the result of many negotiations, and cou l d be
called the "ba by " of ECLA.

The economi s ts of the Uni t ed Nati ons Cominission

worked very hard a f t e r 1951 to draw its structure.

The pr ojects were not

a copy of the e conomic union of Benelux, or of the Eur opean Common Market.
Indeed, t he main effort of ECLA was not to coordiaat e already- ex isting
marke ts, but t o c r e a te a new potential one.
This is no t simply a common market arrangement. The integr at ion
program is conc erned with a special type of industrialization,
agricultural problems, the provis~on of a regional intrastructure
including transport and elec tric power systems, social aspec t s
such as l ow cost houses, and vario~s fiscal aspects.2
Th e int egrati on progr am has been backed by concrete realizations, such as

the Superior Inst i tut e of Central America of Public Administration, founde d
in 1953; the Central American Institute of Research and Industrial Technology; and the creation of a Bank of Economic Int e grati on.
The very a ccurate studies done by ECLA in this occasion and the
experi ence of the Ce ntral American economic integratio n have been very

us eful for the es tablishment of LAFTA.

The t wo pr ograms of integration

do not have any competitive character; on the c ontrary, they share the
same goal- -tha t is, the development of the Latin Ameri c an countries.

1

rbid .

2J , C. Mi ll,££· ci t . , p . 9,
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There does not seem to exist the risk that the two will constitute different
economic bl ocs.

The governments of the Central American republics declared

that as soon as possible, they will joint LAFTA as a single contracting
party.
Obstacles and Perspectives
The road toward economic integr ation is not free of obstacles for

the Latin American countries,

Some of them that have been already examined

ar e bas ed upon the fact that industrialization is conditioned by some
structural reforms in the area.

If the national economies are not diversi-

fied and the trade is not increased, the provisions of the Montevideo Treaty
would not have very much meaning .
Another obstacle is the general lack of interest, found at various
levels, in economic integration,

It

i~

not enough to have the support of

some intellectual groups and of a few mature businessmen.

Personal obser-

vation would lead one to conclude that the interest in LAFTA is proportional
to the stage of development of the country.

People must realize that they

have a real necessity for the project before they will give their support
to it.

Government officials fear every kind of external control tied with

nationalistic boundaries.

It is interesting to note that in Europe, the

idea of economic integration originated with statisticians and businessmen.~

In this respect ECLA is doing a very good, informative service through
publications, meetings with businessmen, bankers, and government officia ls
of the various republics .
Nevertheless, business groups do not show the expected interest.

This

is serious because private enterpr ise will provide the bulk of the indus-

1Placido Garcia Reynosa , "Papel del Impr esario y Aerea de Libr e
Comercio," La Integracion Economica, p. 862.

10 2

trialization

There has been, sinc e the beginning, a certain perplexity

in businessmen ch anging traditional trends of production, moving from

old channels of tr ad e such as in the United States , Europe, and Japan . l
"Vested interests in Peru, Uruguay, Chile, and Paraguay fear the change
that economic integr at ion will create." 2

The support of the businessmen

is particu larl y important because, naturally , t hey wi l l have to collabora te
with the governments to draw the national li st of products to which the
treaty regul a tions apply .

Their indi fferen ce to economic integration is

due to the fact that for the moment the losses from integration are more
visible than the potential gains.
The United Stat e s and Integration
It is wel l known that one of the ma jor forces that made possible
the integrat ion of Europe was the United States .

After the end of World

War II , the United States provided financial help to the war-ravaged
western European countries to integrate the

reg i on ~

The United States

rightly thought that c loser political and economic ti es among the European
countries would decrease the danger of Communist infiltration .

It cannot be said that the United States shows the same enthusiasm
in the case of Latin American integration.

A long period of silence

characterized the action of the State Department in regard to ECLA e ff orts
towar d economic in tegration ,
a tacit a ssent.

It would be too easy to say that thi s meant

"Th e attitude of the United States in regard to Latin

Ame rican integration in the years that preceded the Kennedy admini s tra-

1Jos Gomez Gordoa , 11 La Iniciative Privada Mexicana y la Int egr acion
Economic a e America Latina," La Integrac ion Eco nomic a, p . 187 ,

2Keith B. Griffin, "The Potential Benefits of Latin American Economic
I ntegr at ion, " Inter -Americ an Economic Affairs, XVII (Spring, 1964) , 4 - 5 .
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tion had been ambival e nt, not to use other terms . "l

Until 19 60 the United States off icials at the various inter-American
conferences revealed a mixture of the or e tical dis appr oval and lack of
confidence in projects for regional integration ,

2

Many Latin American

sources naturally attributed this apathetic attitude of the Department
of State to the ac tion of interest groups in the United States, which
would suffer severe l y from the new preferential treatment accorded under
intraregional trade agreements.

Ac t ually, the United States fe ared for

a long time that the on l y effect of the integr at ion wou l d be a deviation
of tr ade, not the creati on of a new trade . 3
legitimate

do~bt

t hat this would occur

d~r ir.g

There may have been a
the initial ?eriod,

b~t

LAFTA offici als have made it clear that one of the purposes of integr ation
is t o cre at e new lines of trade, keeping unchanged the one of raw materials,

During th e Kennedy administration, the attitude of the United States
seemed to have become more favorable t o integration .

The change took

place during the same peri od that the political importanc e of Latin America
became more c l e ar .

The European experience suddenly seemed to apply to

th e Latin American countries as well.

We supported the organization for European Economic Cooperati on
and the European Payments Uni on, because we considered Europe
strategically important. Considerations were far more political
than economic. Latin America was not considered to be a bulwark

1Mi gue l S. Wionesc zeck, "ECA ante la Int egr acion Economica de Americ a
Latina," La Integraci on Economica, p, 409 ,

2 Ibid.
3 For further informati on on the theoretical con tr oversy on the subject see: R ~ Lipsey, "A Theory of Customs Unions," Economic Journal,

(September, 1960); Bela Belassa, "Toward a Theory of Economic I ntegrati on, "
Kyklos, 1961; and "Theory of Customs Unions," Economic Journal, (March, 1953 ).
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against the imterialism of the Soviet Union and therefore
not 1.mportant.

Cuba sufficiently demonstrated the truth of this statement. 2
It should be added that the international financial institutions
have not been very helpful toward Latin American integration ,

"The Inter-

n a tional Monetary Fund, the International Bank for Reconstruction and

have been hostile or in-

Development, and the Export -Import Bank,

different to close cooperation among the Latin American countries." 3

Fiscal Policies
Another import ant problem that the Free Trad e Association has to face
is the

~ oordination

of the fiscal policies of the Latin American countries.

When a country decides to gradually abolish tariffs and other trade barriers,
the monetary policies and exchange rates become of fund amental importance. 4

It is obvious that if some monetary difficult ies to foreign trade
exist, the treaty disposition to free the trade in the ar ea would not be
meaningful; especially in the Latin American countries that have very
delicate problems in their balance of payments, and, in different degrees,
pr esen t strong tendencies to inflation.
pr esent a free convertibility system.

Some countries such as Mexico
Others do not; some have fictional

exchange rates that have been deteriorated by a progressive inflation, as

in the case of Brazil,

Unfortunately, the Treaty of Montevideo does not

give a solution to the payment problems involved in such a complex situation .

In Resolution I the Treaty refers to "informal meetings of govern -

1Keitb B. Griffin, Inter-American Economic Affairs, .£.1?.· cit. , p. 3.
2 Ibid.
3 carlos Massard and John Strasma, "Coordinacion de la Politica
Economica Dentro de la Zuna," La Integracion Economica, p. 233.
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mental experts of the central banks of Argentina, Bolivia, Brazil, Chile,
Mexico, Paraguay, Peru, and Uruguay, which shall be organized by the
Secretari a t for the Economic Connnission for Latin America. 111

Perspectives
Despite the obst ac les involved in the creation of a Free Tr ad e area
in Latin America, the potentia l advantages of the program ar e definitely
worth the effo rt.
In the fi rst place, it is the f irst project undertaken by Latin
America ns, and in this lies part of its politic a l meaning, considering
the strong Latin Americ an nationa l ism .

The Latin American economists,

government offic ials, and businessmen have started to roll up their sleeves

and look realistic all y at their problems .
action t o the negative
Un i t ed States.

appro ach ~- t o

They no longer confine their

check the faults of the "imp eri alist"

If it is important to assume the resp onsibility fo r one's

own problems, it is much more important to start doing something about
them .

Latinos now a s k a genuine cooperation wi th the "b ig neighbor."

"This docs not necess aril y mean that the influence of the United States
will decline, but it implies l es s dependence on United States fin ancia l
supp or t ." 2

LAFTA is one of the means of rea ching thi s goal.

Even if not

all the republics ar e for the moment in the Ass oc iati on, the member countries r epresent the largest geographical ar e a and th e most important
economic powers of Latin America.

LAFTA, by cre at ing discriminat or y tariffs toward third coun t ries ,
is reacting to t he principle of comp arative advantages .

At the same

time, however, it is setting lists of products that c an be produced wi th

1

''Tr e (lt y of Montev idf.O , 11 English non- of fie ial edi tion, mimeographed .

2
Crespo,££· cit., p. 17.

lO(i

the highest advantage by the member countries, even if only regionally.
It is very important that the countries coordinate their investment
policies .

A new project not only has to present a high productivity rate,

but also a high degree of external economies that will allow the fastest
development of the region .

Hence, the crucial planning decision is not

so much the evaluation of individual projects, but the selecting of groups
of interdependent projects which, when taken as a whole, are mutually reinforcing.1
Planning is particularly necessary in the underdeveloped countries
where a successful investment, for lack of other alternatives, will attract
othe~

capital in the production of substitute goods so that the field will

soon be overcrowded .

There is a tendency for immature entrepreneurs, not

to create new investment possibilities, but to exp l oit obvious profit
opportunities . 2

That is why one of the goals of the Free Trade Association

is to create new investment possibilities through industrial diversificatton
and

incentives~

~hown

The positive results qf this policy have already been

in the most industrialized countries of the area.

The investors are

realizing that the productivity in some of the new fields is much higher
than in the traditional ones.

The

11

first actor 11 of the new program will

be the private investor , even if he will need to be guided by national and
regional planning .

The econom ists of ECLA believe that in " efficiency"

lies the solution to economic problems, and tPis can be guar ant eed only
by a reactive and progr essive entrepreneurial class.

Even if adapted to

the Latin American experience, the economic in te gration of the region is

1Griffin, ££· cit., p. 9.
2 Ibid .
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based on the classical principles of economics.

Raul Prebisch, Secretary

of ECLA, one of the eco nomists who put a lot of effort in the realizatior
of the project, has stated:
We talk a lot about free enterprise in Latin America, but not
always have we stressed the fact that free enterprise and free
competition are inseparable terms. Besides stimulating technical
progress and better allocation of resources, competition will
correct one of the most important causes of the unequal income
distribution that characteri zes in general the Latin American
countries.!

Conclusions

The international effort for the development of Latin American countries, expressed in the v arious forms of cooperation presented in the
th~sis,

sho~ld

be used to support the economic integration of the regicn.

At the moment, it seems the most realistic project, but it is still a
very young one and needs a lot of help,

For instance, it is impossible

to develop industrial activities without th e necessary social overhead
capital.

This is for th e moment quite scarce in Latin America, especi ally

in the form of education , energy, and transportati on facilities.

The

Alliance for Progress could be of the greatest help to integration if

i~

could coordinate its action not only in principle, but also in practice.
It is al so obvious that the industrializati on of the region requires
enormous amounts of capita l.

The international capital market and the

various international institutions could help in raising at least part

of the necessary funds .
. . in regard to the latter, it is recommended that the public
foreign aid that now is given to the member countries individually
be given to a regional investment coordinating agency which would

be responsible for all oc ating these funds on the basis of the
needs of LAFTA as a who le . 2
1Prebisch, Los Obstaculos Extructurale,
2
Griffin,

££· cit., p. 20,

££· cit., p. 312 ,
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The task of the development of Latin America is such a difficult one
that there is work to do for every agency and instrumentality;

foreign

investment, Alliance for Progress, international agencies, and the Free
Trade Association.

Every agency must coordinate its action with the

others without l osing needed resources for futile political reasons.
The final goa l is not to fight Communism, but to guarantee to the peoples
of Latin America a decent level of life .

Of course, there are als o some

political reasons that make it necessary to reach this goal as soon as
possible.

In fact , if international cooperation does not succeed in

using the mechanisms we have examined, hostile influences may do it,
brir..ging to the {.[estern Hemisp\lere new

syst ~ ms

b8.SP.d on dj

ffe~ent

thP.ot'ies,

Also, in international affairs, as in domestic relations, "efficiency" is

the key t o every problem ,

109

BIBLIOGRAPHY
Documents

Committee for Ec onom ic Deve l opment, Cooperation for Progre ss in Latin
Americ a. New York, April, 1961,
Economic Conmission for Latin America, The Ec onomic Dev e l opment of Latin
Ame rica and Its Probl ems. Lake Success, New York: United Nations
Dep artment of Economic Affairs, 1950 .

Hearings before the Senate Appropriation Committee on Foreign Operations
for 1964. Wa sh ing t on, D. C.: U. S. Government Printing Office,
1964.
Hearings before the Senate Appr op riati on Comm ittee on Foreign Operati ons
on !1 , R. 13175 .
Hearings before the Senate Foreign Relations Committe e on S, 1276,
June 13, 1963 .
Joint Economic Committe e , Private Investment in Latin America.
D. C. t Government Printing Office, 1964.

Washington,

Mill, Jos eph C. "D e v~ l o pment Policy and Regional Trading Arrangements:
The Cas e of Latin America," U, N. Report. Mexico, 1962.
"Treaty of Montevideo ," English non- official edition.

Mime ographed.

Unit ed Nations, The Capital Development Ne eds for the Less Developed
Countries. New York, 1962,
United Nations, The Ec onomic Development of Latin America and Its Principal Probl ems. New York: Harper and Br o t hers, 1963.
Unit e d Nations, International Cooperation in Latin American Development
Policy. New York, 1956.

United Nations, Target;

An Expanding World Economy,

New York, 1963.

United Nations, The World Bank and IDA in th e Americas ,
United Nations, The World Bank Group in the Americas .

New York, 1962.
New York, 19 62,

Whitbeck, R, H., R. E. Williams , W. F. Christians, Economic Geography of
South Ame rica. New York, 1940.
Wy th e , George, Indust ry in Latin Ame rica.
Press, 1949 .

New York:

Columbia University

110

Books
Alexander, Robert Jakson, A Primer of Economic Development.

New York:

Macmillan Publishing Company, 1962 ,
Balassa, Bela, Changing Patterns on Foreign Trade and Payments .
Norton Pub lishing Company, 1964.

New Yorkt

Banco Nacional de Comercio Exterior, La Integracion Economic a Lati n-

americana . Mexico, D. F.:

1963.

Casari, Mario, Lo Sviluppo dell'America Lat ina:

Mil an:

Problemi e Prospecttive.

Centro di Azione Latina Press, 1962.

--------~'

Studi e Informazioni sull'America Latina .
Azione Latina Press, 1962.

Milan:

Centro di

Deyer , John M.. , United States and Latin American Trade and Financial
~ations.
Coral Gables, Florida1 1961,
Enke, Stephen, Economi ce for Devel0pment.
Prentice-Hall, 1963.

Engle••ood Cliffs , New Jersey:

Galbraith, John Kenneth, Economic Development in Perspective.
Massachusetts ~
Harvard University Press, 1962 .

Cambridge,

Gordon, Lincoln, A New Deal for Latin America: The Alliance for Progress.
Cambridge, Massachusetts .: Harvard University Press, 1963 ,
Hagen, E. Everett, Planning Economic Development ,

Homewood , Illino is:

Richard D. Irwin Publishing Company, 1963.
Hanson, Simon G, , Economic Development in Latin

America~

Washington, D.

C.~

The Inter-American Affairs Press, 1951 .
Heilbroner, Robert L., The Great Ascent.
1963,

New York:

Harper and Brothers,

This Growing World: Economic Development and the \vorld Bank.
New Yorkt. Public Affairs Committee, 1956,
Higgins, Benj amin, Economic Development;

Policies.

New York:

Principles, Problems, and

W. W, Horton, 1959.

Hirschman, Albert D., The Strategy of Economic Developmen t.
Yale University Press, 1958.

New Haven:

Hirschman, Albert 0., Latin American Issues, Essays, and Comments.

York:

New

Twentieth Century Fund, 1961.

Jackson, Barbara (Hard), The Rich Nations and the Poor Nations.
Norton Publishing Company, 1962.
Kindl eberger, Charles P. , Economic Development.
Book Company, 1958 ,

New York :

New York:

McGraw-Hi ll

lll
--------~'

I nt e rnational Ec onomics .
Irwin, 1958 ,

Homewood, Illinois ;

Richard D,

Lewis, W. A, , Economic Developmen t with Unlimited Supply of Labor,
Manchester ; School of Economi c and Soci al Stud ies, 1954.
Madar i a ga Salvador de, Latin America between The Eagle and The Bear.
New York; Praeger Book Company, 1962.
Myrdal, Gunnar, Economic Theory and Underdeveloped Regions .
Gerald Duckworth , 1957.
An International Economy .

New York;

London:

Harper, 1936.

------~~·

Rich Lands and Poor: The Road to World Prosperity.
York l Harper and Brothers, 1957 .

New

Ness, Norma, G ~ Soule, and D. Efron, Latin America in the Future World .
New York; Farrar and Rinehart, Inc., 1945.

Nurske ,

Prob l ems of C~pital. Formation in the Underdev~l0ped
Countries. Oxford: Oxford University Press, 1960.

Rag~ar,

Powelson, John, Latin America t Today's Economic and Social Revolution.
New York : McGr aw.Hi ll Book Company, 1964.

Pr e bisch, Raul, "Economic Aspec ts of t he Alliance," The Alliance for
Progr es~ Programs and Pe rspective s, J . Dreier, ed ~
Baltimore;
Johns Hopkins Press, 1963 ,
------~=-'

Neuva Po litica Comercial para e l De saroll o.
Economico de Culture, 1964.

Mexico:

Fondo

Ros t ow, Whitman, The Stages of Economic Growth: A Non~C ommunist Manifesto,
Cambridg e , Massachus et ts: Harvard University Press, 1960.

Rut tenberg, Harold, Self-Developing America ,
Brothers, 1962 ,

New York:

Harper and

Shultz, Theodor e W., The Economic Test in Latin America , Ithaca: New
York State School of Industrial and Labor Relati ons, Corne ll
University, 1956 .
Teichert, C. M., Pedro, Economic Polic y Rev olution and Industrialization
in La tin Americ a. Oxford: University of Mississippi, Bureau of
Business Rese arch, 1959.
Periodicals
'Alianza Pa r a el Progreso, 11 Carta Semanal, II, no . 20 ~

1

"All eanza per il Progresso ," Studi e Informazioni sull' Americ a Lat ina,
III (December, 1962) .

112
"Allia nce for Progre s s , " International Or gan i zation, XV I II (Wi nte r , 1964 ) .
Bala ss a , Bela, "Towa rd A Theory of Economic Integra t ion," Kyclos, 1961.
"El Comercio Como Instrumento Re a l de Progreso," Comercio Exterior,

Mexico D. F, , April, 1964 .
Flanders, M. J., "Prebisch on Protectionism:

An Eva luation," Economic

Journal, LXXIV (June, 1964) ,
Frank, Isaiah, "Issues before the United Nations Conference,'' Foreign

Affairs, XLII (January, 1964), 210-226 ,
Gonzales, He l iodoro, "The Alliance for Pro~ress, The First Year: Political ,"
Inter-Americ an Economic Affairs , XVI (Summer, 1962), 23-47.
Griffin, Keith B. , "The Potential Benefits of Latin American Economic
Integration," Inter-American Economic Affa irs, XVII (Spring, 1964) ,
3-20 .
Keynes , Maynard J . , "Reply to Sir Wi ll i am Beveridge," Economic Journal,
XXXIII (December, 1923), 476 - 86 .
11

La Comision Economica par a la Americ a Latina," Mer cado de Valores, XXI,

Mexico , 1961.
Lipsey, S. L. , "A Theory of Customs Un ions, " Economic Journal, LXX (Sep t ember, 1960 ), 14 96- 513 .
Reynoso, Placido,

~exico

la Conferenci a Mundia l de Comercio y Des arol l o ,"

Politica, IV (April 15, 1964 ), 36 ff .
Rostow, W. Whitman, "The Terms of Tr ade in Theory and Practice," Economic

History Review , I I I, 195 1.
" Silent Birthday, " Economist , CCXI (May 16 , 1964 ) .
Szulc, Tad, "The Fi r st Ye ar of the All i ance for Progr ess," World Today,
XV I II (October, 1962), 407 -1 5 .
Ur quid i , Vic t or L. , "Two Ye ars of Alliance fo r Progr ess ," Int e r-Americ an

Economic Affa ir s, VIII (Spr i ng, 1964 ) , 21- 35 .
Other Sources
Beteta, Ramon , "The Po li cy of the Mexican Government toward Foreign
I nvestments," Lecture . Mexico D, F., May 22, 1963 .
Crespo, Adolfo, "Basic Concepts Rel a t i ng to La tin American Fr ee Trade
Association," Lecture at the Annua l Convention Bar, Chandler,

Ari zona, 1964 ,

113
Hrey , Hawthorn , "Histor y of Oper a tions and Policies of the Export and
Imp ort Bank," mimeogr aph copy fo und at t he Unit ed Nat~ons Library
in Mexico City, 1953 .
Urquidi, Victor L*, "E l Merc ado Comun y el Des ar o llo Economico Nacional,"
Mexico D, F , Lecture. November 3 , 1959 .

